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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report 
we  include  a  listing  of  all  recommendations  together 
with  a  notation  as  to  whether  the  agency  concurs  or 
does  not  concur  with  each  recommendation.   This  listing 
serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.   The  full  replies  of  the  Department  of  Social 
and  Rehabilitation  Services  and  the  Department  of  Ad- 
ministration are  included  in  the  back  of  this  report. 
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Deposit  federal  reimbursements  of 
statewide  cost  allocations  in  the 
general  fund . 

Agency  Reply:   Concur.   See  page  61. 

The  Department  of  Administration 

establish  state  accounting  policies 
which  provide  for  accrual  of  revenue 
generated  under  grants  from  other 
governmental  entities  in  accordance 
with  generally  accepted  accounting 
principles. 

Department  of  Administration  Reply: 
Concur.   See  page  73. 

Adopt  procedures  to  verify  the  eligi- 
bility of  volunteers  for  the  Foster 
Grandparents  Program. 

Agency  Reply:   Concur.   See  page  61. 

Comply  with  federal  eligibility  regulations 
for  the  Foster  Grandparents  Program. 

Agency  Reply:   Concur.   See  page  61. 

Require  aging  services  project  direc- 
tors and  area  agency  directors  to 
sign  a  certification  statement  as 
to  the  validity  of  each  financial 
report  submitted. 

Agency  Reply:   Concur.   See  page  61. 
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Require  area  agencies  on  aging  to 
evaluate  aging  services  projects 
in  compliance  with  federal  regula- 
tions and  the  Montana  State  Plan  on 
Aging.  9 

Agency  Reply:   Concur.   See  page  62. 

Evaluate  area  agencies  quarterly  as 

required  by  federal  regulations.  9 

Agency  Reply:   Concur.   See  page  62. 

Maintain  accounting  and  property 

records  adequate  to  document  finan- 
cial reports.  11 

Agency  Reply:   Concur.   See  page  62. 

Report  all  receipt  and  disbursement 

activity.  11 

Agency  Reply:   Concur.   See  page  62. 

Adopt  procedures  for  determining  the 
eligibility  of  all  participants  in 
accordance  with  state  and  federal 
regulations.  11 

Agency  Reply:   Concur.   See  page  62. 

Pay  day  care  vouchers  in  accordance 
with  Sections  10-801  and  10-812, 
R.C.M.  1947.  13 

Agency  Reply:   Concur.   See  page  62. 

Revise  the  Child  Welfare  Services 
policies  and  procedures  manual  to 
agree  with  the  Revised  Codes  of 
Montana.  13 

Agency  Reply:   Concur.   See  page  62. 

Include  provisions  in  purchase  of 
service  contracts  for  day  care  to 
revise  contract  amounts  when  appro- 
priate. 14 

Agency  Reply:   Concur.   See  page  63. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Adopt  filing  procedures  to  provide 
for  ease  in  locating  day  care  files 
at  county  offices.  15 

Agency  Reply:   Concur.   See  page  63. 

Develop  record  retention  policies  for 
day  care  files  in  accordance  with 
the  Montana  Operations  Manual.  15 

Agency  Reply:   Concur.   See  page  63. 

Comply  with  statutes  requiring  fire 
and  health  inspections,  as  well  as 
social  worker  evaluations  of  day 
care  facilities  prior  to  licensing.  16 

Agency  Reply:   Concur.   See  page  63. 

Ensure  that  day  care  facilities  pro- 
vide services  in  compliance  with 
license  restrictions.  17 

Agency  Reply:   Concur.   See  page  63. 

Require  social  workers  to  obtain  a 
properly  completed  "Request  for 
Services"  form.  18 

Agency  Reply.   Concur.   See  page  63. 

Require  social  workers  to  complete 
and  sign  a  certificate  of  eligibil- 
ity prior  to  approving  anyone  for 
day  care  services.  18 

Agency  Reply:   Concur.   See  page  63. 

Transfer  all  Veteran's  Affairs  Divi- 
sion accounting  and  payroll  func- 
tions from  the  division  to  the 
Fiscal  Bureau.  20 

Agency  Reply:   Do  not  concur.   See  page  64. 

Discontinue  making  supplemental  pay- 
ments to  the  secretary  of  the  Board 
of  Veteran's  Affairs.  21 

Agency  Reply:   Concur.   See  page  64. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Correct  the  internal  control  weaknesses 

discussed  above.  24 

Agency  Reply:   Concur.   See  page  64. 

Use  its  contingent  fund  only  for 

authorized  purposes.  25 

Agency  Reply:   Concur.   See  page  64. 

Establish  adequate  supervisory  review 

procedures  for  the  prepayroll.  27 

Agency  Reply:   Concur.   See  page  65. 

Provide  procedures  adequate  to  ensure 
that  personnel  files  contain  ade- 
quate, up-to-date  documentation.  28 

Agency  Reply:   Concur.   See  page  65. 

Require  employees'  supervisors  to  sign 
leave  requests  before  they  are  posted 
to  leave  records.  29 

Agency  Reply:   Concur.   See  page  65. 

Establish  supervisory  review  procedures 
adequate  to  ensure  that  leave  requests 
are  properly  posted  and  leave  records 
are  mathematically  accurate.  29 

Agency  Reply:   Concur.   See  page  65. 

Discontinue  advising  terminating 
employees  to  increase  withholding 
exemptions  beyond  those  to  which 
they  are  legally  entitled.  30 

Agency  Reply:   Concur.   See  page  65. 

Attach  supporting  vouchers  and  docu- 
ments to  each  transfer  warrant 
claim.  31 

Agency  Reply:   Concur.   See  page  65. 

Provide  adequate  explanations  on  all 

journal  vouchers.  31 

Agency  Reply:   Concur.   See  page  65. 
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Establish  adequate  written  contracts 
to  support  all  payments  for  con- 
tracted services.  32 

Agency  Reply:   Concur.   See  page  66. 

Require  the  Fiscal  Bureau  to  estab- 
lish detailed  subsidiary  records 
for  all  accounts  receivable.  34 

Agency  Reply:   Concur.   See  page  66. 

Establish  control  accounts  in  SBAS 
for  all  categories  of  accounts 
receivable.  34 

Agency  Reply:   Concur.   See  page  66. 

Reconcile  accounts  receivable  sub- 
sidiary records  to  SBAS  control 
accounts  each  month.  34 

Agency  Reply:   Concur.   See  page  66. 

Establish  procedures  for  periodically 
billing  for  amounts  due  on  accounts 
receivable.  34 

Agency  Reply:   Concur.   See  page  66. 

Write  off  uncollectible  dishonored 

check  accounts  receivable.  35 

Agency  Reply:   Concur.   See  page  66. 

Return  dishonored  checks  to  the 
debtor  when  the  account  is  paid 
in  full.  35 

Agency  Reply:   Concur.   See  page  66. 

Establish  policies  governing  the 
frequency  of  remittance  of  food 
stamp  overissuance  collections  to 
the  federal  government.  36 

Agency  Reply:   Concur.   See  page  67. 


IX 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Establish  procedures  for  remitting 
amounts  collected  on  food  stamp 
overissuance  accounts  before  the 
account  is  paid  in  full.  36 

Agency  Reply:   Concur.   See  page  67. 

Correct  the  internal  control  weak- 
nesses discussed  above.  39 

Agency  Reply:   Conditionally  concur. 
See  page  67. 

Maintain  adequate  systems  and  pro- 
gramming documentation  for  all  data 
processing  systems.  41 

Agency  Reply:   Concur.   See  page  69. 

Require  supervisory  personnel  to 
review  and  approve  all  program 
changes .  42 

Agency  Reply:   Concur.   See  page  69. 

Require  all  computer  programs  be 
reviewed  and  approved  by  the  Data 
Processing  Bureau  before  pro- 
cessing. 43 

Agency  Reply:   Concur.   See  page  69. 

Establish  procedures  to  lock-out  a 
terminal  from  which  a  person  makes 
a  series  of  incorrect  sign-on 
attempts .  44 

Agency  Reply:   Concur.   See  page  69. 

Require  changes  in  on-line  sign-on 
and  security  codes  when  Data 
Processing  Bureau  staff  members 
transfer  or  terminate.  44 

Agency  Reply:   Concur.   See  page  69. 
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Require  a  periodic  review  of  improper 
sign-on  requests  on  the  Department 
of  Administration's  computer  logs.  44 

Agency  Reply:   Concur.   See  page  69. 

Maintain  closer  supervision  of  com- 
puter logs,  staff  assignments,  and 
operation  costs  to  prevent  operation 
manipulations  and  unauthorized 
system  changes .  45 

Agency  Reply:   Concur.   See  page  70. 

Establish  controls  to  prevent  the 
computer  operator  from  accessing 
program  coding  and  documentation.  45 

Agency  Reply:   Concur.   See  page  70. 

Perform  follow-up  reviews  on  new 
data  processing  systems  after  they 
have  been  operational  for  a  period 
of  time.  46 

Agency  Reply:   Concur.   See  page  70. 

Conduct  regular  security  reviews  of 
the  data  processing  operation  and 
procedures  to  ensure  that  adequate 
controls  are  in  effect  to  safeguard 
computer  equipment  and  data  files.  47 

Agency  Reply:   Concur.   See  page  70. 

Maintain  duplicate  system,  program 
and  operational  documentation  at  an 
off-site  location.  48 

Agency  Reply:   Concur.   See  page  70. 

Periodically  send  data  files  to  an 
off-site  storage  location  in  order 
to  facilitate  reconstruction  in 
the  event  of  a  disaster.  48 

Agency  Reply:   Concur.   See  page  70. 
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Require  the  use  of  dollar  control 
totals  in  the  MIMS  system  to  pro- 
vide adequate  controls  over  AFDC 
transactions.  49 

Agency  Reply:   Concur.   See  page  71. 


XII 


^5$3D*^ 


MORRIS  L   BRUSETT 
LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


§iixzt  xti  ike  Qtqi&lntibt  &ubitnr 


STATE  CAPITOL 
HELENA.  MONTANA  59601 

406/449-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JOSEPH  J.  CALNAN 


ELLEN  FEAVER 

FINANCIAL-COMPLIANCE  AND 
CONTRACTED  AUDITS 


STAFF  LEGAL  COUNSEL 
JOHN  W.   NORTHEY 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature 


We  have  examined  the  balance  sheet  of  the  Montana 
Department  of  Social  and  Rehabilitation  Services  (SRS) 
as  of  June  30,  1976  and  the  related  statements  of 
operation  listed  as  pages  51-60  in  the  table  of  con- 
tents of  this  report  for  the  year  then  ended.   Except 
as  explained  in  the  following  two  paragraphs,  our 
examination  was  made  in  accordance  with  generally 
accepted  auditing  standards,  and  accordingly  included 
such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the 
circumstances . 

The  condition  of  the  department's  accounting 
records  relating  to  fixed  assets  and  equipment  was  such 
that  we  were  unable  to  perform  certain  auditing  tests 
and  procedures  which  we  deemed  necessary  to  comply  with 
generally  accepted  auditing  standards.   Accounting  re- 
cords for  land,  buildings,  and  equipment  are  not  ade- 
quately maintained.  Accordingly,  a  statement  of 
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general  fixed  assets  required  by  generally  accepted 
accounting  principles  is  not  included  in  the  financial 
statements. 

We  found  that  procedures  used  by  the  department 
for  establishing  nursing  home  reimbursement  rates  in 
the  medical  assistance  program  were  not  adequate  to 
assure  us  that  the  rates  paid  were  reasonable.   The 
amount  of  work  necessary  for  us  to  verify  the  reason- 
ableness of  rates  paid  to  the  nursing  homes  selected  in 
our  random  sample  was  not  commensurate  with  the  bene- 
fits which  would  have  been  received.   Therefore,  we  did 
not  perform  the  audit  work  necessary  to  determine  the 
reasonableness  of  those  rates.   Payments  to  nursing 
homes  totaled  approximately  $16,000,000  during  the  year 
ended  June  30,  1976. 

At  June  30,  1975,  the  department  did  not  accrue 
expenses  incurred  in  the  medical  assistance  program 
which  had  not  been  paid.   Because  of  this,  approxi- 
mately $6,205,128  of  fiscal  year  1974-75  expenses  were 
charged  to  fiscal  year  1975-76.   This  resulted  in 
overstatement  of  fiscal  year  1975-76  medical  assistance 
expenses  in  the  Statement  of  Expenditures  Compared  with 
Appropriations  for  the  General  Fund  and  Federal  and 
Private  Grant  Clearance   Fund  of  $2,282,867   and 
$3,922,261,  respectively.   At  June  30,  1976,  SRS  ac- 
crued a  portion  of  its  outstanding  medicaid  obliga- 
tions. However,  the  amount  accrued  did  not  include 
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services  received  by  eligible  medical   assistance 
clients  but  not  yet  billed  to  SRS.   Because  of  this, 
accrued   support   expenditures   are   understated  by 
$1,495,915  in  the  General  Fund  balance  sheet  at 
June  30,  1976  and  by  $2,570,197  in  the  Federal  and 
Private  Grant  Clearance  Fund  balance  sheet  at  June  30, 
1976.   Expenditures  in  the  Statement  of  Expenditures 
Compared  with  Appropriations  for  the  General  Fund  and 
Federal  and  Private  Grant  Clearance  Fund  are  under- 
stated by  the  same  amounts.   The  net  effect  of  these 
accrual  errors  is  an  overstatement  of  expenditures  in 
the  Statement  of  Expenditures  Compared  with  Appropria- 
tions for  the  General  Fund  and  Federal  and  Private 
Grant  Clearance  Fund  of  $786,952  and  $1,352,064,  re- 
spectively. 

During  our  audit  of  SRS  accounts  receivable,  we 
found  a  significant  number  of  accounts  which  were  not 
recorded  on  the  SRS  general  ledgers  and  consequently, 
were  not  reported  in  the  financial  statements.   These 
accounts  represent  various  SRS  assistance  programs1 
client  payments  which  were  later  determined  to  be  in 
excess  of  the  amounts  to  which  the  clients  were  en- 
titled.  Because  of  a  lack  of  records  concerning  these 
accounts,  it  was  not  practical  for  us  to  determine  the 
exact  dollar  amount  of  the  accounts;  however,  we  be- 
lieve the  total  amount  of  unrecorded  accounts  is  mater- 
ial to  the  General  Fund  and  Federal  and  Private  Grant 
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Clearance  Fund  balance  sheets.   Because  these  accounts 
should  be  fully  reserved  when  placed  on  the  general 
ledger,  there  is  no  effect  on  the  Statement  of  Revenue 
Compared  with  Revenue  Estimates  for  these  funds. 

The  SRS  Revolving  Fund  balance  sheet  contains  a 
$300,000  liability  entitled  accountability  for  ad- 
vances. Due  to  an  error  in  processing  a  transaction  in 
a  prior  year,  this  amount  is  improperly  classified. 
This  amount  should  be  classified  as  an  inter-entity 
loan  payable.   In  addition,  SRS  failed  to  properly 
record  a  $300,000  inter-entity  loan  receivable  on  the 
balance  sheet  for  the  Federal  and  Private  Grant  Clear- 
ance Fund  to  account  for  this  loan. 

Because  of  the  matter  discussed  in  paragraph 
three,  we  could  not  practicably  perform  the  work  neces- 
sary to  enable  us  to  express,  and  we  do  not  express,  an 
opinion  on  the  Statement  of  Expenditures  Compared  with 
Appropriations  and  the  Statement  of  Changes  in  Fund 
Balances  for  the  General  Fund  and  the  Federal  and 
Private  Grant  Clearance  Fund  of  the  Department  of 
Social  and  Rehabilitation  Services  for  the  year  ended 
June  30,  1976. 

In  our  opinion,  because  of  the  effect  of  the 
matters  discussed  in  paragraphs  four,  five,  and  six 
above,  the  General  Fund  and  Federal  and  Private  Grant 
Clearance  Fund  balance  sheets  at  June  30,  1976,  do  not 


present  fairly  the  financial  position  of  such  funds  of 
the  Department  of  Social  and  Rehabilitation  Services 
for  the  year  then  ended. 

In  our  opinion,  the  balance  sheets  for  the  Federal 
and  Private  Revenue  Fund,  the  Bond  Proceeds  and  Insur- 
ance Clearance  Fund,  the  Revolving  Fund,  and  the  Agency 
Fund;  the  Statement  of  Revenue  Compared  with  Revenue 
Estimates  for  all  funds;  the  Statement  of  Expenditures 
Compared  with  Appropriations  for  the  Federal  and  Pri- 
vate Revenue  Fund,  the  Revolving  Fund,  and  the  Agency 
Fund;  and  the  Statement  of  Changes  in  Fund  Balances  for 
the  Federal  and  Private  Revenue  Fund,  the  Bonds  Pro- 
ceeds and  Insurance  Clearance  Fund,  the  Revolving  Fund, 
and  the  Agency  Fund  present  fairly  the  financial  posi- 
tion of  such  funds  of  the  Department  of  Social  and 
Rehabilitation  Services  at  June  30,  1976  and  the  re- 
sults of  the  funds  operations  and  changes  in  fund 
balances  for  the  year  then  ended  in  conformity  with 
generally  accepted  accounting  principles  applied  on  a 
basis  consistent  with  that  of  the  preceding  year. 

The  accompanying  statement  of  expenditures  by 
object  is  not  necessary  for  a  fair  presentation  of  the 
financial  statements  but  is  presented  as  supplemental 
information.   This  information  has  been  subjected  to 
the  tests  and  other  auditing  procedures  applied  in  our 
examination  of  the  financial  statements,  and  in  our 


opinion,  except  as  described  in  paragraphs  three  and 
four,  is  fairly  stated  in  all  material  respects  in 
relation  to  the  financial  statements  taken  as  a  whole. 

Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 

August  23,  1978 
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OBJECTIVE  OF  INTERNAL  CONTROL  REVIEW 

We  have  examined  the  financial  statements  of  the 
Department  of  Social  and  Rehabilitation  Services  for 
the  year  ended  June  30,  1976  and  have  issued  our  report 
thereon  dated  August  13,  1978.   As  part  of  our  examina- 
tion, we  made  a  study  and  evaluation  of  the  Department 
of  Social  and  Rehabilitation  Services'  system  of  in- 
ternal accounting  control  to  establish  a  basis  for 
reliance  thereon  in  determining  the  nature,  timing,  and 
extent  of  other  auditing  procedures  necessary  for 
expressing  an  opinion  on  the  financial  statements  and 
to  assist  in  planning  and  performing  our  examination  of 
the  financial  statements. 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unauthor- 
ized use  or  disposition,  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and 
maintaining  accountability  for  assets.   The  concept  of 
reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  esti- 
mates and  judgments  by  management. 

Our  examination  would  not  necessarily  disclose  all 
weaknesses  in  the  system  of  internal  accounting  control 


because  it  was  based  upon  selective  tests  of  accounting 
records  and  related  data.   However,  our  study  and 
evaluation  disclosed  conditions  that  we  believe  to  be 
material  weaknesses  in  the  internal  accounting  controls 
established  by  the  department  and  the  department's 
compliance  with  those  controls.   We  discuss  these 
weaknesses  in  this  report  and  four  other  reports  con- 
cerning department  activities  which  were  issued  under 
separate  cover  by  our  office. 


COMMENTS 
BACKGROUND 

The  Department  of  Social  and  Rehabilitation  Ser- 
vices (SRS)  was  created,  in  its  present  form,  by  the 
Executive  Reorganization  Act  of  1971.   During  fiscal 
year  1975-76  the  department  spent  nearly  $74  million 
for  the  operation  of  its  programs.  Over  $14  million  of 
this  was  spent  for  payroll,  operating,  and  capital 
outlay  expenses  of  the  department  while  the  remaining 
$60  million  was  spent  for  aid  to  recipients  under  a 
variety  of  SRS  programs. 

We  have  previously  issued  four  reports  concerning 

various  programs  administered  by  SRS.   These  reports 

are  listed  below. 

Report  on  Review  of  the  Operations  of  the  Medicaid 
Program  issued  in  February  1978. 

Report  on  Review  of  the  Operations  of  the  Rehabil- 
itative Services  Division  and  Visual  Services 
Division  issued  in  March  1978. 

Report  on  Review  of  the  Operations  of  the  Develop- 
mental Disabilities  Division  issued  in  October 
1978. 

Report  on  Review  of  Selected  Assistance  Programs 
issued  in  November  1978. 

This  report  contains  a  discussion  of  SRS  assistance 
programs  not  covered  in  the  previous  reports  and  a 
discussion  of  administrative  functions  of  the  depart- 
ment. 


SRS  officials  informed  us  during  our  discussions 
of  the  draft  of  this  report  that  they  have  made  changes 
during  the  current  fiscal  year  which  implement  many  of 
the  recommendations  contained  in  the  report.   The 
agency  reply,  which  begins  on  page  61,  describes  spe- 
cific instances  where  SRS  officials  state  they  have 
already  implemented  the  recommendations . 
STATEWIDE  COST  ALLOCATION  PLAN 

The  Governor's  Office  of  Budget  and  Program  Plan- 
ning has  developed  a  Statewide  Cost  Allocation  Plan, 
approved  by  the  U.S.  Department  of  Health,  Education 
and  Welfare,  for  state  agencies  to  use  when  billing 
grantors,  primarily  the  federal  government,  for  the 
cost  of  central  state  functions  for  which  agencies  are 
not  normally  billed.  The  central  functions  include  the 
Department  of  Administration's  Management  Systems, 
Accounting,  and  Treasury  Divisions,  the  State  Auditor's 
Office,  and  the  Governor's  Office  of  Budget  and  Program 
Planning.   Under  this  plan,  SRS  was  allocated  costs 
totalling  $196,978  in  fiscal  year  1976-77  and  $236,504 
in  fiscal  year  1977-78.   SRS  officials  used  these 
amounts  in  the  department's  cost  allocation  plan  which 
distributes  departmental  costs  to  the  various  funding 
sources  available  at  SRS. 

The  costs  which  are  allocated  under  the  statewide 
cost  allocation  plan  are  funded  entirely  from  the 
state's  general  fund.  As  such,  amounts  received  by  SRS 


as  reimbursement  for  these  costs  should  be  deposited  in 
the  general  fund. 

RECOMMENDATION 

We    recommend    that   SRS    deposit   federal    reimbursements  of 

statewide  cost  allocations  in  the  general  fund. 

REVENUE  ACCRUALS 

During  our  audit  period,  SRS  was  accruing  revenue 
from  counties  at  the  time  it  billed  the  counties  for 
their  share  of  SRS  administrative  and  assistance  costs 
paid  by  SRS.   However,  the  department  does  not  accrue 
revenue  from  other  sources.  The  audit  guide,  Audits  of 
State  and  Local  Governmental  Units,  issued  by  the 
American  Institute  of  Certified  Public  Accountants, 
states  in  part,  that  if  expenditure  of  funds  is  the 
prime  factor  for  determining  eligibility  for  grant 
funds,  revenue  should  be  recognized  at  the  time  of 
making  the  expenditure. 

In  addition,  Governmental  Accounting,  Auditing, 
and  Financial  Reporting  (GAAFR),  published  by  the 
National  Committee  on  Governmental  Accounting,  states 
in  part,  that  the  modified  accrual  basis  of  accounting 
is  that  method  of  accounting  where  revenues  are  re- 
corded when  received  in  cash,  except  for  material  or 
available  revenues  which  should  be  recorded  on  the 


accrual  basis.   These  revenues  include  grants  from 
other  governments . 

The  Montana  Operations  Manual  states  that  full 
accrual  accounting  will  be  permitted  if  the  need  justi- 
fies the  application;  however,  the  section  does  not 
define  the  conditions  when  full  accrual  accounting  will 
be  used  by  state  agencies.   At  the  present  time,  ac- 
crual of  revenue  is  optional  for  state  agencies. 

Although  the  revenue  accounting  methods  currently 
used  by  SRS  are  properly  authorized  and  are  in  accord- 
ance with  current  state  accounting  policy,  they  are  not 
in  all  cases  in  accordance  with  generally  accepted 
accounting  principles.   Because  of  the  number  of  feder- 
al funding  sources  at  SRS  and  methods  used  by  SRS  to 
draw  funds  from  its  federal  funding  sources,  we  were 
not  able  to  determine  the  dollar  effect,  if  any,  of 
this  problem  at  SRS. 

The  Department  of  Administration  has  the  authority 
to  establish  accounting  policies  for  the  state  of 
Montana.   Therefore,  it  should  establish  and  require 
state  agenices  to  use  accounting  procedures  for  record- 
ing revenue  which  will  result  in  recognizing  revenue  in 
accordance  with  generally  accepted  accounting  princi- 
ples . 


RECOMMENDATION 

We  recommend  that  the  Department  of  Administration  estab- 
lish  state   accounting   policies  which  provide  for  accrual  of 
revenue    generated    under   grants   from   other   governmental 
entities    in    accordance   with    generally   accepted   accounting 
principles. 

AGING  SERVICES 

The  Aging  Services  Bureau  operates  under  two  major 
federal  programs.   The  first,  ACTION,  provides  funding 
for  the  Foster  Grandparents  Program  (FGP)  operating  in 
Missoula,  Billings,  and  Great  Falls.   The  program  is 
funded  with  90  percent  federal  funds  and  10  percent 
state  match.   The  second  and  most  significant  program 
consists  of  federal  funding  from  Titles  III,  IV,  VII  of 
the  Older  Americans  Act  of  1965.   Title  III  funds  are 
provided  to  administer  aging  services  projects  on  a 
75-25  matching  basis.   Actual  project  costs,  such  as 
senior  centers,  transportation  programs,  home  health 
aides,  and  meal  projects  are  on  a  90-10  matching  basis. 
These  projects  are  administered  by  "area  agencies,"  in 
six  geographical  areas  of  the  state,  plus  the  Indian 
reservations.   The  area  agencies  are  private  nonprofit 
corporations,  established  in  accordance  with  federal 
regulations,  which  receive  federal  funding  through  SRS 
for  administrative  costs.   The  director  of  each  area 
agency  serves  as  liaison  between  SRS  and  each  project 


in  the  region  and  reviews  the  financial  reports  sub- 
mitted to  SRS  by  each  project  director. 

Title  VII  funds  are  used  to  operate  nutrition 
projects  around  the  state.   Seven  such  projects  were 
funded  by  SRS  during  fiscal  year  1975-76.   These  proj- 
ects provide  meals  five  days  a  week  at  specific  sites, 
as  well  as  home-delivered  meals  in  some  instances. 

The  bureau  also  operates  an  information  referral 
hotline,  connected  with  the  Citizen's  Advocate,  which 
assists  senior  citizens  in  solving  a  variety  of  prob- 
lems . 

Foster  Grandparent  Program  Eligibility 

Eligibility  regulations  established  by  ACTION 
restrict  participation  in  the  Foster  Grandparents 
Program  (FGP)  to  persons  60  years  of  age  and  older 
whose  annual  incomes  do  not  exceed  program  guidelines. 
Our  review  of  FGP  volunteers'  files  revealed  that  the 
FGP  director  had  been  allowing  volunteers  to  deduct 
certain  expenses,   including  taxes,   insurance,   and 
medical  costs,  from  their  gross  income  before  determin- 
ing the  volunteers'  income  eligibility  for  the  program. 
These  deductions  are  not  allowable  under  ACTION  regula- 
tions; therefore,  many  volunteers'  incomes  actually 
exceeded  the  income  eligibility  levels. 

Subsequent  to  our  audit  of  this  program  the  FGP 
director  reviewed  the  eligibility  of  the  volunteers  and 


determined  that  40  of  102  volunteers  were  not  eligible 
based  on  their  gross  incomes. 

Volunteers  are  required  to  submit  applications  to 
participate  in  the  program.   We  found  that  the  FGP 
director  did  not  attempt  to  verify  income  and  age 
information  on  these  applications.   Such  verification 
would  assure  that  SRS  is  complying  with  federal  reg- 
ulations. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Adopt  procedures  to  verify  the  eligibility  of  volunteers 
for  the  Foster  Grandparents  Program. 

2.  Comply  with  federal  eligibility  regulations  for  the  Foster 
Grandparents  Program. 

Review  of  Project  Reports 

As  discussed  above,  SRS  administers  aging  services 
projects  through  area  agencies  which  oversee  the  pro- 
jects in  their  regions.   Each  project  submits  monthly 
financial  reports  to  the  area  agency  director,  who  is 
required  by  SRS  policies  to  initial  the  report  as 
approved.   We  found  that  in  some  instances  the  area 
directors  assist  in  preparing  these  reports . 

The  area  agencies  then  submit  the  reports  to  the 
Aging  Services  Bureau  fiscal  analyst  who  must  give 
final  approval  before  further  advances  can  be  made. 


Although  federal  regulations  and  the  aging  services 
procedures  manual  reguire  projects  to  maintain  support- 
ing records  and  make  them  available  for  audit,  the 
analyst  normally  must  base  his  approval  of  further 
payments  to  the  project  on  the  report  itself,  as  it 
would  be  too  cumbersome  to  attach  the  supporting  rec- 
ords to  each  report. 

As  discussed  in  subseguent  sections  of  this  re- 
port, we  determined  that  these  financial  reports  are 
often  inaccurate  or  are  not  supported  by  adeguate 
documentation.   We  found  that  some  reports  also  had  not 
been  initialed  by  the  area  agency  directors. 

As  the  area  agencies  are  primarily  responsible  for 
the  administration  of  the  projects,  they  are  also 
responsible  for  errors  in  the  reports.   If  SRS  were  to 
reguire  the  project  directors  and  area  agency  directors 
to  certify  as  to  the  accuracy  of  reports  and  the  com- 
pliance of  reported  activities  with  federal  regula- 
tions, they  would  be  more  likely  to  submit  accurate 
reports . 

RECOMMENDATION 

We  recommend  that  SRS  require  aging  services  project  direc- 
tors and  area  agency  directors  to  sign  a  certification  state- 
ment as    to  the  validity  of  each  financial  report  submitted. 


Project  Evaluations 

Federal  regulations  require  that  SRS  perform 
annual,  on-site  evaluations  of  area  agencies.   These 
regulations  and  the  Montana  State  Plan  on  Aging  (1976) 
also  require  that  Title  III  and  Title  VII  projects  be 
evaluated  annually  either  by  SRS  or  the  applicable  area 
agency.   Twenty  of  the  38  projects  we  selected  had  not 
been  evaluated  or  audited  during  fiscal  year  1975-76. 
Such  evaluations  would  serve  to  prevent  many  of  the 
problems  noted  during  our  audits  of  projects. 

•  RECOMMENDATION 
We  recommend  that  SRS: 

1.  Require  area  agencies  on  aging  to  evaluate  aging  ser- 
vices projects  in  compliance  with  federal  regulations  and 
the  Montana  State  Plan  on  Aging. 

2.  Evaluate  area  agencies  quarterly  as  required  by  federal 
regulations. 

Project  Audit  Findings 

As    part   of  our  work  at  the  Aging  Services   Bureau, 
we   audited  twelve   aging  services  projects   to  verify  the 
accuracy  of  the  monthly   financial   reports   submitted   and 
to    review   each  project's   compliance  with  Title    III    and 
Title  VII    regulations.      As   a  result  of  those   audits,    we 
noted  the  problems  discussed  below: 


-At  four  of  the  twelve  projects  audited  the  ac- 
counting records  were  so  inadequate  that  we  were 
unable  to  determine  the  validity  of  some  or  all  of 
the  amounts  listed  on  the  projects*  financial 
reports.   In  some  instances,  the  projects  did  not 
have  cancelled  checks  or  check  registers  for 
project  expenditures.   At  one  project  the  current 
personnel  had  no  idea  of  how  the  in-kind  match  was 
computed  and  had  no  records  supporting  the  amount 
reported.   One  project  deposited  income  to  a 
savings  account  and  apparently  paid  some  expenses 
from  that  account.   No  records  were  available  to 
indicate  how  the  withdrawals  were  used. 

-Four  of  the  twelve  projects  audited  submitted 
monthly  financial  reports  to  SRS  which  contained 
material  misstatements.   One  resulted  from  a 
$6,725  bookkeeping  error  which  was  later  correct- 
ed.  At  another,  matching  receipts  and  in-kind 
expenditures  were  understated  by  $813  and  $360, 
respectively.   A  third  project  reported  receipts 
and  expenditures  from  its  checking  account  rec- 
ords, but  the  financial  reports  did  not  reflect 
receipts  and  disbursements  from  the  project  sav- 
ings account.   The  fourth,  a  senior  center,  re- 
ported expenditures  for  travel  and  personnel  which 
matched  the  project  budget  exactly.   However,  the 
limited  records  available  showed  that  nearly  $750 
of  project  funds  were  commingled  with  other  senior 
center  funds  which  were  used  to  remodel  the  senior 
center . 

-As  mentioned  above,  one  of  the  projects  we  audited 
did  not  report  all  matching  cash  receipts  and 
in-kind  expenditures  in  its  monthly  reports. 
Project  officials  stated  that  this  was  due  to  a 
federal  requirement  that  nonfederal  project  ex- 
penditures be  maintained  at  prior  year's  levels. 
Aging  Services  Bureau  personnel  said  other  pro- 
jects may  be  understating  their  actual  matching 
expenditures  also,  since  many  feel  they  might  not 
be  able  to  meet  the  matching  requirement  in  subse- 
quent years . 

-None  of  the  aging  services  projects  audited  were 
maintaining  formal  property  records  for  items 
purchased  with  federal  funds.   Federal  regulations 
define  the  records  necessary  for  federally  pur- 
chased property  and  the  procedures  for  disposing 
of  property  when  a  project  terminates.   These 
regulations  require  that  such  property  be  offered 
to  another  project  or  disposed  of  with  the  pro- 
ceeds remitted  to  the  appropriate  federal  agency. 
One  of  the  audited  projects,  which  was  terminated, 
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had  kept  a  commerical  dishwasher  which  was  par- 
tially funded  with  $1,425  of  federal  project 
funds.   No  reimbursement  was  requested  by  SRS  and 
none  was  made  by  the  project. 

— Five  of  the  twelve  Title  III  and  Title  VII  pro- 
jects audited  did  not  have  formal  procedures  for 
determining  the  age  of  participants.   The  Adminis- 
trative Rules  of  Montana  (ARM)  require  that  Title 
III  participants  be  at  least  55  years  of  age. 
Federal  regulations  require  that  Title  VII  partic- 
ipants be  at  least  60  years  of  age.   Aging  Ser- 
vices Bureau  officials  stated  that  reservation 
projects  are  allowing  Indians  45  and  over  to 
participate.   These  officials  stated  that  they  had 
not  been  aware  of  the  ARM  restriction  on  ages  of 
Title  III  participants. 

SRS  should  require  projects  to  maintain  adequate 
accounting  and  property  records,  to  report  all  project 
receipts  and  disbursements  including  matching  amounts, 
and  to  adopt  procedures  for  determination  of  the  eligi- 
bility of  participants  in  accordance  with  state  and 
federal  regulations.   To  solve  the  problems  discussed 
above,  SRS  must  closely  monitor  projects. 


RECOMMENDATION 

We  recommend  that  SRS  require  aging  services  projects  to: 

1.  Maintain  accounting  and  property  records  adequate  to 
document  financial  reports. 

2.  Report  all  receipt  and  disbursement  activity. 

3.  Adopt  procedures  for  determining  the  eligibility  of  all 
participants  in  accordance  with  state  and  federal  regu- 
lations . 
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SOCIAL  SERVICES  BUREAU 

The  Social  Services  Bureau  provides  services  to 
clients  through  social  workers  and  homemakers  in  county 
and  district  welfare  offices  throughout  the  state. 
Services  include  foster  care,  day  care,  child  and  adult 
health  screenings,  homemaking,  nursing  home  adjustment 
programs,  senior  citizen  projects,  adoptions,  unmarried 
parent  counseling,   and  information  referral.   The 
bureau  also  provides  various  family  planning  and  legal 
services  through  purchase  of  service  contracts  with 
other  state  agencies  and  private  organizations.   Our 
audit  excluded  the  adoptive  services  program  as  the 
related  records  are  closed  by  court  order.   Our  audit 
of  this  bureau  included  an  in-depth  review  of  the  day 
care  program  where  we  discovered  the  problems  discussed 
in  the  following  sections. 
Compliance 

Our  review  of  day  care  vouchers  revealed  that  SRS 
is  not  in  compliance  with  the  Revised  Codes  of  Montana. 
First,  SRS  is  paying  the  day  care  vouchers  for  children 
12  and  over  in  noncompliance  with  Section  10-801  R.C.M. 
1947.   We  also  determined  that  SRS  was  not  complying 
with  Section  10-812,  R.C.M.  1947,  which  provides  for 
minimum  payments  of  $4  a  day  to  day  care  facilities  and 
$5  a  day  to  federally  licensed  facilities  for  each 
eligible  child.   We  found  that  in  some  cases  SRS  paid 
less  than  these  minimun  rates.   The  Child  Welfare 
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Services  policy  and  procedures  manual  which,  allows  for 
maximum  payments  of  $4  and  $5,  respectively,  conflicts 
with  Section  10-812,  R.C.M.  1947. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Pay  day  care  vouchers  in  accordance  with  Sections 
10-801  and  10-812,  R.C.M.  1947. 

2.  Revise  the  Child  Welfare  Services  policies  and  proce- 
dures manual  to  agree  with  the  Revised  Codes  of  Mon- 
tana. 

Purchase  of  Service  Contract 

SRS  contracted  with  one  day  care  center  to  provide 
after  school  day  care  for  a  minimum  of  twelve  children 
for  five  days  a  week  at  a  rate  of  $1.50  a  day.   Our 
review  of  vouchers  submitted  by  that  facility  for  six 
of  the  twelve  months  of  fiscal  year  1975-76  revealed 
that  the  facility  consistently  had  less  than  the  twelve 
children  for  which  it  was  being  paid.   For  the  six 
months  reviewed,  SRS  paid  this  facility  for  495  days  of 
care  in  excess  of  the  actual  days  of  care  provided.   At 
the  contract  rate  the  excess  equals  $742.50.   The 
number  of  children  included  in  the  contract  was  based 
upon  an  estimate  of  services  needed.   Since  the  re- 
quired services  were  consistently  less  than  contracted, 
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SRS  should  have  been  in  a  position  to  revise  the  con- 
tract. 

RECOMMENDATION 

We  recommend  that  SRS  include  provisions  in  purchase  of 
service  contracts  for  day  care  to  revise  contract  amounts 
when  appropriate. 

Filing  Procedures 

During  our  audit  of  day  care  procedures  at  the 
district  and  county  offices,  we  noted  that  office 
personnel  had  difficulty  locating  welfare  family  files 
when  the  children's  surname  was  different  from  the 
parent's.   Since  no  cross-referencing  system  exists, 
office  personnel  must  rely  on  memory  to  locate  the 
proper  file.   In  one  county  office,  which  had  particu- 
lar problems  in  locating  files  during  our  audit,  the 
day  care  supervisor  subsequently  developed  a  cross- 
referencing  system  for  these  files. 

We  also  noted  that  SRS  has  no  policy  regarding 
retention  of  day  care  files  in  the  county  and  district 
offices.   We  found  that  SRS  had  destroyed  copies  of  old 
day  care  licenses  in  their  files  when  new  licenses  were 
issued.   This  made  it  difficult  to  determine  whether 
day  care  facilities  were  licensed. 
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RKCOMMENDAT  ION 

We  recommend  that  SRS: 

1.  Adopt  filing  procedures  to  provide  for  ease  in  locating 
day  care  files  at  county  offices. 

2.  Develop  records  retention  policies  for  day  care  files  in 
accordance  with  the  Montana  Operations  Manual. 

Day  Care  Licensing  Procedures 

Our  review  of  day  care  facility  files  at  the 

district  offices  revealed  several  deficiencies  in 

licensing  procedures.  They  included  the  following: 

--Three  of  47  day  care  facilities  in  our  sample  did 
not  have  fire  safety  inspections  prior  to  being 
relicensed,  as  required  by  Section  10-804,  R.C.M. 
1947. 

— Two  of  the  47  day  care  facilities  in  our  sample 
did  not  have  health  inspections  prior  to  being 
relicensed,  as  required  by  Section  10-805,  R.C.M. 
1947. 

— Six  of  the  47  day  care  facilities  in  our  sample, 
all  from  one  county,  had  not  been  visited  by  a 
social  worker  for  evaluation  prior  to  relicensing 
as  required  by  Sections  10-806  and  10-809,  R.C.M. 
1947.   Employees  of  the  district  office  said  this 
resulted  from  high  turnover  in  social  worker 
positions  in  that  office. 

These  inspections  are  essential  as  they  are  di- 
rectly related  to  the  health  and  safety  of  children  in 
the  day  care  facilities.   Conducting  such  inspections 
reduces  the  risk  of  lawsuits  for  negligence  against  SRS 
should  children  be  seriously  injured  in  a  day  care 
facility.   During  our  visit  to  one  large  day  care 
center  we  noted  two  safety  hazards — a  disconnected 
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smoke  detector  and  exposed  electrical  wires — which 
might  have  remained  as  hazards  had  we  not  visited  the 
center. 

RECOMMENDATION 

We  recommend  that  SRS  comply  with  statutes  requiring  fire 
and  health  inspections,  as  well  as  social  worker  evaluations 
of  day  care  facilities  prior  to  licensing. 

Violation  of  Licensing  Restrictions 

SRS  licenses  day  care  facilities  with  certain 
restrictions,  determined  on  an  individual  basis,  as  to 
the  maximum  number  of  children  and  the  ages  of  children 
allowed  in  a  particular  facility.   Section  10-809, 
R.C.M.  1947,  requires  SRS  or  an  authorized  representa- 
tive to  make  periodic  visits  to  all  licensed  day  care 
facilities  to  ensure  that  minimum  standards  are  main- 
tained and  to  give  consultation. 

During  our  review  of  day  care  licenses,  and  com- 
parison of  license  restrictions  to  the  information  on 
the  vouchers  in  our  sample,  we  noted  that  three  day 
care  facilities  had  billed  SRS  for  children  whose  ages 
were  outside  the  ranges  allowed  by  their  day  care 
license. 

Four  of  the  ten  day  care  facilities  we  visited 
were  exceeding  the  restrictions  on  their  licenses  as  to 
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the  maximum  number  of  children  allowed.   A  fifth  facil- 
ity was  exceeding  the  policy  restriction  requiring  a 
minimum  of  one  supervisor  for  every  ten  children  in  day 
care  centers . 

SRS  establishes  these  restrictions,   under  the 
authority  of  Sections  10-803  and  10-806,  R.C.M.  1947, 
in  order  to  protect  the  well-being  of  children  in  day 
care  facilities.   As  such,  SRS  officials  must  make  more 
frequent  visits  to  day  care  facilities  to  monitor 
compliance  with  license  restrictions. 

RECOMMENDATION 

We  recommend  that  SRS  ensure  that  day  care  facilities  pro- 
vide services  in  compliance  with  license  restrictions. 

Day  Care  Recipient  Files 

Our  audit  of  the  county  welfare  department  files 
relating  to  the  families  of  the  230  children  in  our  day 
care  sample  revealed  that  nearly  10  percent  of  the 
files  did  not  contain  a  completed  and  signed  "Request 
for  Service"  form  (SS-100).   More  than  10  percent  did 
not  contain  a  properly  completed  and  signed  certificate 
of  eligibility  for  welfare  services  documenting  whether 
or  not  the  applicant  was  eligible  for  day  care  ser- 
vices.  These  forms  are  required  by  the  CWS  Policy  and 
Procedures  Manual  to  evaluate  and  document  the  appli- 
cant's eligibility  for  service.   Failure  to  adequately 
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review  and  document  the  eligibility  of  applicants  may 
result  in  ineligible  persons  receiving  services. 

RECOMMENDATION 

We  recommend  that  SRS  require  social  workers  to: 

1.  Obtain    a    properly    completed    "Request   for    Services" 
form. 

2.  Complete   and   sign   a    certificate   of  eligibility  prior  to 
approving  anyone  for  day  care  services. 

VETERAN'S  AFFAIRS  DIVISION 

The  SRS  Veteran's  Affairs  Division  was  attached  to 
SRS  "for  administrative  purposes  only"  during  executive 
reorganization.   During  our  audit  period  the  division 
had  approximately  21.5  FTE  and  spent  nearly  $283,000, 
all  from  the  state's  general  fund.   The  division  has  a 
central  office  in  Helena  and  eight  field  service  of- 
fices throughout  the  state. 
Accounting 

The  Veteran's  Affairs  Division  retained  control  of 
its  accounting  and  payroll  functions  when  it  was  trans- 
ferred to  SRS.  The  division  currently  has  one  account- 
ant who  performs  nearly  all  division  accounting  and 
payroll  functions.  This  limited  staffing  causes  seri- 
ous weaknesses  in  internal  control  over  the  division's 
accounting  records  and  transaction  processing.   The 
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most  significant  control  weaknesses  we  found  at  the 
division  are  listed  below. 

1.  The  accountant  performs  all  requisitioning, 
receiving,   shipping,   inventory   control, 
accounting  and  document  approval  functions 
for  expenditures  made  by  the  division. 

2.  The  accountant  prepares  and  approves  payroll 
status  forms,  signs  the  prepayroll,  and  makes 
necessary  changes  on  the  prepayroll.   We 
could  find  no  documentation  of  additional 
review  of  these  documents. 

3.  Division  officials  perform  no  supervisory 
review  of  biweekly  time  sheets. 

In  addition  to  the  control  problems  noted  above  we 

found  several  significant  problems  in  the  accounting 

procedures  and  records  at  the  division.   Several  of 

these  problems  are  listed  below. 

1 .  In  three  instances  we  found  errors  in  the 
division's   accounting  records   that  were 
caused  by  the  accountant's  lack  of  knowledge 
of  the  operations  of  the  Statewide  Budgeting 
and  Accounting  System. 

2.  Travel  claims  submitted  by  division  employees 
were  inadequately  reviewed.   Claims  we  re- 
viewed contained  errors  in  the  computation  of 
per  diem  amounts  and  inadequate  explanations 
for  mileage  claimed. 

3 .  Employee   termination  pay  was   improperly 
recorded  in  the  accounting  records . 

4.  Expenditure  amounts  which  should  have  been 
accrued  were  not. 

5.  Personnel  file  documentation  was  inadequate. 

6.  Employees  were  not  always  required  to  submit 
leave  requests  for  time  off.   A  significant 
portion  of  the  leave  records  we  reviewed 
contained  addition  errors. 

Because  of  the  significance  of  the  problems  dis- 
cussed above,  all  accounting  and  payroll  functions  of 
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the  division  should  be  transferred  to  the  SRS  Fiscal 
Bureau.   This  would  be  more  efficient  and  would  in- 
crease internal  control  over  Veteran's  Affairs  Division 
transactions.   The  relatively  small  amount  of  addi- 
tional work  could  be  assumed  by  the  Fiscal  Bureau. 

RECOMMENDATION 

We  recommend  that  SRS  transfer  all  Veteran's  Affairs  Divi- 
sion   accounting   and    payroll   functions   from  the  division   to 
the  Fiscal  Bureau. 

Supplemental  Payments 

The  Veteran's  Affairs  Division  currently  makes  $50 
per  month  supplemental  payments  to  the  Board  of  Vet- 
eran's Affairs  member  who  is  secretary  of  the  board  as 
compensation  for  duties  performed  in  addition  to  those 
performed  by  the  other  board  members .  We  could  find  no 
legal  basis  for  these  payments. 

Section  82A-110,  R.C.M.  1947,  provides  that  com- 
pensation paid  to  members  of  advisory  councils,  which 
is  the  legal  status  of  the  Board  of  Veteran's  Affairs, 
be  limited  to  $25  for  each  day  they  are  actually  and 
necessarily  engaged  in  the  conduct  of  council  business. 
We  could  find  no  documentation  of  time  spent  by  the 
board  secretary  over  and  above  that  spent  by  other 
board  members. 
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RECOMMENDATION 

We  recommend  that  SRS  discontinue  making  supplemental 

payments  to  the  secretary  of  the  Board  of  Veteran's  Affairs. 

CONTINGENT  REVOLVING  FUND 

The  department  has  an  approved  $75,000  contingent 
revolving  fund  which  it  uses  primarily  to  make  first 
payments  to  eligible  public  assistance  recipients.   In 
addition  to  these  first  payments,  the  department  uses 
the  account  to  make  emergency  payments,  small  purchases 
requiring  immediate  payment,  and  some  travel  advances. 
During  our  review  of  controls  over  this  account  and 
payments  made  from  it,  we  found  several  problems. 
These  problems  are  discussed  in  the  following  sections. 
Internal  Control 

During  our  testing  of  transactions  in  this  account 
we  found  several  significant  weaknesses  in  existing 
internal  controls.   Some  of  these  weaknesses  are  listed 
below. 

1.  The  bank  account  is  reconciled  only  once  each 
month  even  though  bank  statements  are  re- 
ceived weekly  and  the  procedures  manual 
requires  that  reconciliations  be  made  weekly. 

2.  There  is  no  limitation  on  the  amount  for 
which  single  signature  checks  may  be  drawn. 

3 .  The  employee  who  reconciles  the  account  does 
not  review  the  checks  for  unusual  endorse- 
ments . 

4.  Stale-dated  checks  are  not  written  off 
promptly  in  accordance  with  established 
policy. 
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In  order  to  ensure  that  all  checks  written  from 
this  account  are  reasonable  and  to  ensure  that  all 
transactions  are  properly  recorded,  SRS  should  correct 
the  internal  control  weaknesses  listed  above. 
Reconciliation  Procedures 

Once  each  month  the  contingent  fund  custodian 
reconciles  the  bank  statement  to  the  ledgers  he  main- 
tains.  During  our  review  of  these  reconciliations  we 
found  several  problems  which  limit  the  usefulness  of 
these  reconciliations.   Some  of  these  problems  are 
discussed  below. 

1.  Errors  made  in  the  recording  of  checks  in  the 
SRS   accounting  records  were  incorrectly 
recorded  as  outstanding  checks  in  the  bank 
reconciliation . 

2 .  We  found  several  typographical  errors  in  the 
outstanding  check  lists  and  listings  of 
receipts.   It  is  difficult  to  locate  these 
errors  after  all  the  documents  supporting  the 
reconciliations  have  been  filed. 

3.  Reconciliations  are  not  always  prepared  at 
month-end.  We  found  it  difficult  to  deter- 
mine the  actual  month-end  book  balance  for 
the  account. 

In  addition  to  these  problems,  we  found  that  the 
accounting  records  prepared  to  record  activities  in 
this  account  were  not  adequate  to  allow  subsequent 
verification  of  reconciliations.  Checks  written  are 
posted  to  the  accounting  records  from  the  check  regis- 
ters; however,  there  is  no  way  to  verify  which  check 
registers  are  included  in  the  activity  for  a  month. 
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In  order  to  ensure  proper  reconciliations  and  to 
allow  for  subsequent  verification  of  account  activity, 
SRS  should  establish  adequate  accounting  records  and 
reconciliation  procedures  for  this  account. 
Authorized  Check  Signers 

In  its  policies  governing  the  contingent  account, 
SRS  provided  that  each  county  director  and  one  other 
person  in  each  county  shall  be  authorized  check  signers 
for  that  county.  In  addition,  selected  central  office 
staff  can  be  appointed  authorized  signers.  Signature 
cards  for  the  account  are  maintained  both  by  the  SRS 
Fiscal  Bureau  and  the  bank. 

During  our  review  of  checks  processed  through  this 
account  we  found  several  instances  where  persons  sign- 
ing checks  were  not  included  on  the  list  of  authorized 
signers  provided  to  us  by  the  bank.   In  other  cases  the 
persons  signing  the  checks  were  authorized  at  the  bank 
but  were  not  included  on  the  Fiscal  Bureau's  list.  We 
found  one  instance  where  the  county  director  was  not 
listed  as  an  authorized  signer  by  either  the  bank  or 
SRS. 

In  order  to  provide  adequate  control  over  dis- 
bursements from  this  account,  SRS  should  be  certain 
that  both  the  fund  custodian  and  the  bank  maintain 
accurate,  up-to-date  lists  of  authorized  check  signers 
and  that  each  check  is  signed  by  an  authorized  person. 
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RECOMMENDATION 

We  recommend  that  SRS  correct  the  internal  control  weak- 
nesses discussed  above. 

Contingent  Fund  Expenditures 

When  SRS  established  its  contingent  revolving  fund 
in  1973,  the  purposes  of  the  account,  as  stated  in  the 
request,  were  to:   (1)  make  first  payments  to  eligible 
welfare  recipients,  and  (2)  make  premium  refunds  to 
participants  in  the  medically  needy  program.   Manage- 
ment memo  69-2  further  outlines  the  purposes  of  a 
contingent  fund  and  includes  items  such  as  travel 
advances,  emergency  payroll,  and  invoices  requiring 
immediate  payment.   We  found  several  instances  where 
SRS  made  large  payments  from  its  fund  that  did  not  fall 
within  the  established  purposes  of  the  contingent  fund. 
In  one  instance,  SRS  made  a  $31,000  payment  to  a 
nursing  home  from  the  fund.   This  was  an  emergency 
payment  made  at  the  request  of  a  district  court. 
Although  we  realize  the  urgency  of  this  payment,  use  of 
the  contingent  fund  for  disbursements  of  this  type  and 
amount  reduces  control  and  circumvents  the  state's 
central  warrant  processing  system.   The  department 
should  have  processed  an  emergency  warrant  request 
through  the  State  Auditor's  Office  to  make  this  pay- 
ment. 
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In  another  instance,  the  department  wrote  an 
$8,000  contingent  fund  check  to  the  U.S.  Department  of 
Agriculture.   In  a  final  instance,  the  department  pre- 
pared a  $1,000  contingent  fund  check  for  payment  of 
emergency  janitorial  services.   In  both  of  these  cases 
the  department  should  have  processed  emergency  warrant 
reguests  or  used  transfer  warrant  claims  to  make  the 
payments.   The  State  Auditor's  Office  warrant  process- 
ing procedures  include  controls  which  are  unavailable 
in  the  contingent  revolving  fund. 

In  order  to  maximize  control  over  payments  made, 
SRS  should  limit  the  use  of  the  contingent  fund  to 
those  provided  for  in  management  memo  69-2  and  the 
original  fund  authorization  provided  by  the  Department 
of  Administration.   In  no  case  should  payments  the  size 
of  those  described  above  be  paid  from  the  contingent 
fund. 

RECOMMENDATION 

We   recommend   that   SRS   use   its    contingent   fund   only  for 

authorized  purposes. 

PERSONAL    SERVICES 

Payroll     expenses     for     SRS     during     fiscal     year 
1975-76    were    nearly    $10.7  million.       As    part    of    our 
audit,    we    reviewed  the   system  of  internal   control   over 
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payroll  and  personnel  activities  and  a  sample  of  pay- 
roll transactions.   Our  audit  work  included  tests  of 
employee  leave  records  and  personnel  files.   As  a 
result  of  our  testing  we  found  the  problems  discussed 
in  the  following  sections. 
Payroll  Processing 

We  noted  several  problems  in  the  system  for  pro- 
cessing SRS  payroll  transactions.  We  found  that  the 
payroll  clerk  who  has  responsibility  for  preparation  of 
the  prepayroll  also  delivers  it  to  central  payroll  for 
processing.  This  provides  the  clerk  with  the  opportu- 
nity to  make  unauthorized  adjustments  to  the  payroll 
after  it  has  been  reviewed. 

The  supervisor  who  signs  the  prepayroll  does  not 
review  it  to  verify  that  all  the  changes  made  are 
correct  and  properly  authorized.   Without  an  adequate 
supervisory  review,  the  possibilities  for  errors  or 
unauthorized  changes  in  the  payroll  are  greatly  in- 
creased.  The  supervisor  who  reviews  the  payroll  should 
review  each  transaction  and  determine  the  validity  of 
every  change. 

The  department  has  not  established  an  adequate 
system  for  making  employees  accountable  for  their  time. 
Currently,  all  employees  are  paid  for  80  hours  each  pay 
period  unless  the  payroll  clerk  has  been  notified  that 
the  employee  did  not  work  the  entire  two  weeks.   This 
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system  does  not  provide  adequate  documentation  support- 
ing payroll  transactions  and  provides  no  method  for 
cross-checking  the  leave  time  taken  with  leave  requests 
and  leave  records.   In  addition,  this  system  may  not 
provide  the  department  with  adequate  documentation  that 
its  payroll  transactions  are  based  on  actual  figures 
submitted  after  the  end  of  the  pay  period  as  required 
by  Section  25-507.1,  R.C.M.  1947. 

RECOMMENDATION 

We    recommend    that    SRS    establish    adequate    supervisory 

review  procedures  for  the  prepay  roll. 

Personnel  Files 

We  found  several  stacks  of  payroll  documents  in 
the  SRS  personnel  office  which  were  waiting  to  be 
placed  in  the  personnel  files.   Office  employees  told 
us  that  these  documents  had  not  been  filed  because  the 
staff  did  not  have  enough  time.   In  order  to  assure 
that  payroll  transactions  are  correct  and  that  all 
necessary  payroll  changes  are  made,   the  personnel 
office  must  have  accurate,  up-to-date  personnel  files. 
We  noted  two  instances  during  our  transaction 
testing  where  employees  had  sent  revised  W-4  forms  to 
the  personnel  office;  but,  because  these  forms  were  not 
accompanied  by  payroll  status  forms,  the  requested 
changes  were  not  implemented.   In  neither  case  did  the 
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personnel  office  inform  the  employee  that  the  change 
was  not  implemented  or  that  a  payroll  status  form  was 
required. 

We  also  found  a  number  of  instances  where  payroll 
authorization  forms  were  not  included  in  personnel 
files.   These  documents,  which  included  payroll  status 
forms,  W-4  forms,  and  notice  of  decedent's  warrants 
forms,  are  necessary  in  order  for  the  department  to 
properly  support  deductions  from  employees  pay  and  to 
assure  orderly  processing  of  the  payroll. 

RECOMMENDATION 

We  recommend  that  SRS  provide  procedures  adequate  to 
ensure  that  personnel  files  contain  adequate,  up-to-date 
documentation . 

Employee  Leave 

We  found  two  significant  problems  in  the  leave 
records  we  reviewed.  These  problems  are  listed  below. 

1 .  We  found  several  instances  where  leave  re- 
quest forms  were  posted  to  employee  leave 
records  even  though  they  did  not  have  re- 
quired supervisory  approvals. 

2 .  We  found  several  instances  where  errors  were 
made  in  posting  leave  requests  to  leave 
records.   In  some  cases  we  found  mathematical 
errors,  in  others  we  found  that  leave  was 
recorded  in  the  wrong  category;  i.e.  sick 
leave  charged  to  vacation  time,  etc. 

In  order  to  ensure  that  leave  records  are  accurate 

and  properly  posted,  SRS  should  require  appropriate 
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supervisors  to  sign  all  leave  requests  before  they  are 
posted  to  the  leave  record.   In  addition,  SRS  should 
establish  a  system  of  supervisory  review  adequate  to 
ensure  that  all  leave  requests  are  properly  posted  and 
leave  records  are  mathematically  correct. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Require    employees'   supervisors   to  sign  leave   requests 
before  they  are  posted  to  the  leave  records. 

2.  Establish  supervisory  review  procedures  adequate  to 
ensure  that  leave  requests  are  properly  posted  and 
leave  records  are  mathematically  accurate. 

Improper   Income  Tax  Withholding 

We  found  two  instances  where  SRS  employees  who 
were  terminating  increased  the  exemptions  claimed  on 
W-4  forms  to  reduce  the  amount  of  state  and  federal 
income  tax  withheld  from  their  termination  pay.  Ac- 
cording to  the  SRS  payroll  clerk,  these  two  employees 
submitted  revised  W-4  forms  after  she  suggested  that 
this  would  lower  their  withholding. 

Although    we    realize    that    because    of    the    large, 
lump-sum   payments   made    to    these    employees    at    termina- 
tion,    the    amount    of    income    tax    withheld    from    these 
employees    final   pay  may  be   excessive,    there   is   current- 
ly    no     provision     in    federal     income    tax    withholding 
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regulations  which  allows  employees  to  increase  with- 
holding exemptions  on  termination  payments.  There  are 
allowable  methods  for  reducing  withholdings  on  supple- 
mental income  payments,  including  termination  pay. 
However,  we  were  informed  by  State  Auditor's  Office 
employees  that  the  state's  payroll  system  will  not 
accommodate  these  methods . 

RECOMMENDATION 

We    recommend    that    SRS    discontinue    advising   terminating 
employees  to  increase  withholding  exemptions  beyond  those  to 
which  they  are  legally  entitled. 

EXPENDITURES 

Our  testing  of  expenditures  made  by  SRS  during 
fiscal  year  1975-76  was  performed  in  several  phases. 
We  tested  program  expenditures  in  the  "grants"  and 
"benefits  and  claims"  expenditure  categories  under  nine 
separate  audit  programs.   The  results  of  that  testing 
and  related  legal  compliance  testing  are  documented  in 
separate  sections  of  this  report  and  the  four  addition- 
al audit  reports  issued  previously.   In  addition,  the 
department's  payroll  expenditures  are  discussed  in  a 
separate  section  of  this  report. 

The  results  of  our  testing  of  the  remaining  pay- 
ments, which  include  operating  expense  and  eguipment 
expenditures,  are  discussed  in  the  following  sections. 
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Transaction  Support 

We  found  several  documents  that  were  processed  by 
the  Fiscal  Bureau  which  were  not  adequately  supported. 
In  several  instances,  we  found  transfer-warrant  claims 
which  were  processed  with  no  voucher  or  other  support 
attached.  In  order  to  assure  that  claims  are  properly 
supported  and  are  reasonable,  and  to  allow  for  an  ade- 
quate supervisory  review,  supportinq  documents  should 
be  attached  to  transfer-warrant  claims. 

We  found  several  cases  where  the  explanations  for 
journal  voucher  transactions  were  inadequate.   In  some 
cases,  Fiscal  Bureau  officials  were  required  to  perform 
a  siqnificant  amount  of  research  before  they  could  ade- 
quately explain  to  us  the  reasons  for  these  trans- 
actions.  In  order  to  provide  an  adequate  audit  trail 
and  to  allow  for  subsequent  verification  of  journal 
voucher  transactions,  Fiscal  Bureau  supervisors  should 
require  adequate  explanations  on  all  documents. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Attach    supporting    vouchers    and    documents    to    each 
transfer-warrant  claim. 

2.  Provide  adequate  explanations  on  all  journal  vouchers. 
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Contracted  Services 

We  found  two  instances  where  payments  for  con- 
tracted services  were  made  based  on  verbal  contracts  or 
verbal  modifications  to  written  contracts.   In  one 
instance,  the  Fiscal  Bureau  paid  nurse  consultants 
performing  utilization  reviews  at  nursing  homes  $7.50 
per  hour  based  on  a  verbal  contract  between  the  Medical 
Assistance  Bureau  and  the  nurses.   In  order  to  clearly 
define  the  employment  relationship  between  the  nurses 
and  SRS,  contracts  should  be  written  and  signed  by  all 
parties  involved. 

In  the  second  instance,  we  found  that  a  contract 
was  written  to  provide  for  labor  to  unload  commodities 
trucks  making  deliveries  to  Indian  reservations.  This 
contract  did  not  specify  the  amount  SRS  would  pay  for 
these  services  or  who  would  actually  receive  the  pay- 
ments. Subsequent  to  the  written  contract,  SRS  employ- 
ees verbally  established  the  data  necessary;  i.e.,  pay 
rates,  etc.,  to  facilitate  payments  under  the  contract. 

RECOMMENDATION 

We  recommend   that  SRS   establish  adequate  written  contracts 

to  support  all  payments  for  contracted  services. 

ACCOUNTS  RECEIVABLE 

The  balance  sheets  for  the  various  funds  at  SRS 
list  accounts  receivable  totalling  nearly  $371,000  at 
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June  30,  1976.   This  amount  includes  amounts  due  from 
various  counties  for  their  share  of  SRS  expenditures, 
amounts  advanced  to  employees  for  travel,  advance 
payments  to  various  providers,   dishonored  checks, 
amounts  loaned  from  one  SRS  accounting  entity  to  an- 
other, and  amounts  due  from  food  stamp  recipients  who 
were,  for  various  reasons,  overpaid. 
Unrecorded  Receivables 

We  found  several  types  of  accounts  receivable 
which  were  not  recorded  on  SRS  general  ledgers .   These 
accounts  include  receivables  from  medicaid,  AFDC  and 
food  stamp  recipients  who  received  overpayments,  medi- 
caid vendors  that  were  overpaid,  recipients  who  were 
given  advances  against  SSI  payments  pending  but  not  yet 
received,  and  advance  payments  to  various  providers  who 
contract  with  SRS. 

Because  of  a  lack  of  subsidiary  records,  we  were 
unable  to  estimate  the  dollar  amount  of  the  unrecorded 
accounts .  To  properly  control  these  accounts  and  to 
facilitate  collection  efforts,  SRS  should  maintain 
detailed  subsidiary  records  in  the  Fiscal  Bureau  for 
these  accounts.  The  subsidiary  records  should  be 
reconciled  to  SBAS  control  accounts  each  month. 
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RECOMMENDATION 

We  recommend  that  SRS: 

1.  Require    the    Fiscal    Bureau    to   establish    detailed    sub- 
sidiary records  for  all  accounts  receivable. 

2.  Establish  control  accounts  in  SB  AS  for  all  categories  of 
accounts  receivable. 

3.  Reconcile    accounts    receivable    subsidiary    records    to 
SBAS  control  accounts  each  month. 

Billings 

During  our  audit  period,  SRS  had  no  established 
procedure  for  billing  debtors  for  accounts  receivable. 
During  our  testing,  we  found  that  in  some  cases,  SRS 
did  not  have  a  current  address  for  the  debtor.   In 
other  cases,  we  found  that  no  payments  on  accounts  had 
been  received  in  more  than  a  year.   Both  of.  these 
situations  could  have  been  detected  and,  in  some  cases, 
prevented  if  SRS  were  to  periodically  bill  debtors  for 
amounts  due. 

RECOMMENDATION 

We  recommend  that  SRS  establish  procedures  for  periodically 

billing  for  amounts  due  on  accounts  receivable. 

Dishonored  Checks 

During  our  review  of  SRS  accounts  receivable 
generated  by  dishonored  checks,  we  found  that  some  of 
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the  checks  contained  in  the  file  of  dishonored  checks 
were  several  years  old;  however,  they  had  not  been 
written  off  as  uncollectible.   In  other  cases,  checks 
contained  in  the  file  had  been  collected,  but  the  old 
checks  had  not  been  returned  to  the  debtor. 

In  order  to  adequately  control  and  account  for 
dishonored  checks,  SRS  should  establish  procedures  for 
writing  off  old  accounts  and  returning  dishonored 
checks  for  those  accounts  where  payment  is  received. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Write  off  uncollectible  dishonored  check  accounts  receiv- 
able. 

2.  Return    dishonored    checks    to    the    debtor    when    the 
account  is  paid  in  full. 

ACCOUNTS  PAYABLE 

SRS  collects  payments  from  food  stamp  recipients 
who,  for  various  reasons,  received  more  food  stamps 
than  they  were  eligible  to  receive.   When  these  amounts 
are  received,  SRS  must  record  a  liability  to  the  feder- 
al government  for  the  proceeds,  because  the  federal 
government  provided  the  initial  funding  for  the  food 
stamps  issued.   During  our  review  of  amounts  collected, 
we  found  that  procedures  used  for  controlling  these 
moneys  were  inadequate. 
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When  the  moneys  are  collected,  they  are  deposited 
in  the  state  treasury.   Deposits  accumulate  until  a 
group  of  accounts  has  been  paid  in  full.   Then  the  cash 
is  remitted  to  the  federal  government.   No  policy 
exists  which  dictates  how  often  payments  to  the  federal 
government  should  be  made.   In  addition,  during  our 
audit  period  no  procedures  existed  for  remitting 
amounts  to  the  federal  government  until  the  over- 
issuance  account  was  paid  in  full.   Collection  of  the 
total  amount  of  individual  accounts  sometimes  takes 
several  years . 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Establish  policies  governing  the  frequency  of  remittance 
of   food   stamp   overissuance   collections    to   the   federal 
government. 

2.  Establish  procedures  for  remitting  amounts  collected  on 
food  stamp  overissuance  accounts  before  the  account  is 
paid  in  full. 

INTERNAL  CONTROL 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unauthor- 
ized use  or  disposition,   and  the  reliability  of 
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financial  records  for  preparing  financial  statements 
and  maintaining  accountability  for  assets. 

Our  study  and  evaluation  of  the  SRS  system  of 
internal  accounting  controls  disclosed  conditions  that 
we  believe  to  be  material  weaknesses  in  the  depart- 
ment's established  internal  accounting  controls  and  the 
department's  compliance  with  those  controls.   Most  of 
these  weaknesses  are  discussed  below,  while  some  are 
discussed  elsewhere  in  the  report. 

Expenditures 

1.  There  are  no  written  procedures  for  use  by 
employees  who  review  claims  after  they  have 
been  prepared.  We  discussed  review  proce- 
dures with  several  employees  and  found  that 
each  reviewer  performs  different  procedures 
for  verifying  claims. 

2.  The  Fiscal  Bureau  does  not  maintain  a  list  of 
persons  authorized  to  approve  invoices  for 
payment.   This  problem  exists  with  grant  and 
benefit  and  claims  vouchers  as  well  as  oper- 
ating expense  and  equipment  payments. 

3.  The  Fiscal  Bureau  does  not  establish  control 
over  invoices  received  which  must  be  sent  to 
other  divisions  for  approval  before  they  can 
be  processed. 

4.  Several  types  of  payments,  including  data 
processing  bills,  telephone  bills,  rent  bills 
and  contract  payments  to  nurse  consultants, 
were  not  approved  by  supervisors  prior  to 
payment. 

5.  Travel  claims  are  not  checked  against  em- 
ployee leave  records  to  ensure  that  employees 
were  on  duty  on  the  days  for  which  they  claim 
travel  reimbursement. 

6.  The  SRS  Fiscal  Bureau  does  not  maintain  a 
list  of  regional  and  state  developmental 
disabilities  council  members  eligible  to 
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receive  honorarium  payments  on  their  travel 
claims . 

Accounts  Receivable 

1.  Aging  schedules  are  not  prepared  for  detect- 
ing old  and  inactive  accounts . 

2.  No  separation  of  duties  exists  between  em- 
ployees who  receive  payments  on  accounts  and 
employees  who  maintain  accounts  receivable 
accounting  records . 

3.  In  some  cases,  accounts  receivable  subsidiary 
ledgers  are  not  regularly  balanced  to  control 
accounts . 

4.  The  work  of  the  accounts  receivable  clerk  is 
not  regularly  reviewed  by  the  accounts  re- 
ceivable supervisor. 

Cash  Receipts 

1 .  The  log  of  cash  receipts  is  not  compared  to 
the  collection  reports  by  a  person  not  in- 
volved with  the  preparation  of  the  collection 
reports . 

2 .  Checks  received  are  not  always  promptly 
deposited  with  the  Treasury  Division  of  the 
Department  of  Administration. 

3 .  The  cash  box  used  to  store  cash  receipts  on 
hand  is  not  locked.  Fiscal  Bureau  officials 
could  not  locate  the  key  for  it. 

4.  Checks  are  not  restrictively  endorsed  by  the 
person  who  first  receives  them. 


Inventory 


The  same  person  has  primary  responsibility 
for  purchasing,  receiving,  and  storing  SRS 
office  supplies. 

Contrary  to  SRS  policy,  requisitions  are  not 
always  required  for  SRS  employees  to  obtain 
supplies  from  the  supply  clerk. 

No  physical  inventory  of  supplies  was  taken 
during  our  audit  period.   Perpetual  inventory 
records  are  maintained. 
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4.  The  person  in  charge  of  SRS  inventories  is 
not  required  to  submit  periodic  inventory 
reports  to  his  supervisor. 

Plant,  Property,  and  Equipment 

1.  No  physical  inventory  of  plant,  property,  and 
equipment  was  taken  during  our  audit  period. 

2.  Assets  are  not  tagged  or  individually  identi- 
fied. 

3.  The  card  file  of  plant,  property,  and  equip- 
ment is  out-of-date  and  does  not  include  all 
assets  owned  by  SRS. 

4.  Responsibility  for  assets  in  various  SRS 
locations  is  not  given  to  one  person  at  that 
location. 

5.  Records  documenting  the  disposition  of  assets 
no  longer  at  SRS  are  incomplete. 

6.  There  is  no  general  ledger  accounting  control 
over  assets  owned  by  SRS. 


RECOMMEND  AT  ION 

We    recommend    that    SRS    correct    the   internal    control    weak- 
nesses discussed  above. 

DATA  PROCESSING 

The  SRS  Data  Processing  Bureau  is  responsible  for 
the  programming  and  operation  of  most  of  the  depart- 
ment's data  processing  systems.   The  bureau  has  a  staff 
of  21  and  consists  of  the  following  sections: 

1 .  Keypunch 

2.  Computer  Operation 

3 .  Edit  and  Error  Correction 

4.  Systems  Design  and  Programming 
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The  bureau's  major  equipment  consists  of  a  remote  job 
entry  station,  a  printer  and  terminals,  all  of  which 
are  connected  to  the  Department  of  Administration's 
computer  center. 

Some  SRS  staff  in  other  divisions  use  Mark  IV 
computer  software  programs  to  generate  additional  data 
processing  reports.   The  Department  of  Administration 
also  provides  assistance  on  certain  systems  at  SRS' 
request. 

The  major  SRS  data  processing  systems  include: 

1.  The  Montana  Income  Maintenance  System  (MIMS) 

2.  The  Montana  Service  System  (MSS) 

3.  The  Contract  Status  Reporting  System  (CSRS) 

4.  The  Beneficiary  Data  Exchange  System  (BENDEX) 

5.  The  Dikewood  Eligibility  System 

6.  The  Medical  Quality  Control  System  (MMQCS) 

7.  The  Case  Services  Report  System  (R300) 

We  reviewed  the  overall  SRS  data  processing  controls 
and  made  a  limited  application  review  of  the  Montana 
Income  Maintenance  System  (MIMS).   Our  review  disclosed 
numerous  control  weaknesses,  as  well  as  inefficiencies 
in  the  AFDC  data  processing  system.   We  discussed  the 
Dikewood  Eligibility  System  and  the  Medical  Quality 
Control  System  in  the  Medicaid  Program  audit  report 
previously  issued  by  our  office.   Comments  resulting 
from  our  review  of  the  Case  Services  Report  System  were 
included  in  the  Vocational  Rehabilitation  and  Visual 
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Services  audit  report  also  issued  previously  by  our 
office. 

Systems  and  Programming  Documentation 

At  the  time  of  our  audit  SRS  did  not  use  the 
Department  of  Administration's  Manual  of  Standards  as  a 
guideline  for  systems  and  programming  documentation  for 
its  in-house  personnel  system.   The  missing  documenta- 
tion included:   (1)  user  request  letters;  (2)  system 
narratives;  (3)  correspondence  to/from  user;  (4)  pro- 
gram change  requests;  (5)  job  operating  instructions; 
and  (6)  program  definitions.   Such  documentation  is 
essential  for  a  complete  understanding  of  any  data 
processing  system.   A  system  might  be  started  by  one 
analyst  and  completed  by  another.   Revisions  to  a 
program  may  have  to  be  made  by  a  programmer  who  did  not 
write  the  original  program.   Without  adequate  documen- 
tation, serious  processing  delays  and  errors  could 
occur. 

RECOMMENDATION 

We    recommend    that    SRS    maintain    adequate    systems    and 

programming  documentation  for  all  data  processing  systems. 

Program  Revision   Review 

SRS    does    not   require    adequate    review   of   computer 
program  revisions.      Minor  program  changes   can  presently 
be    made    and    tested   by   programmers    without   the    review 
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and  approval  of  supervisory  personnel.   The  fact  that 
programmers  can  make  such  changes  would  allow  manipula- 
tion of  programs  for  personal  benefit  without  super- 
visory knowledge.   The  programmers  could  also  make 
changes  which  they  consider  to  be  minor,  but  which 
could  have  significant  effect  on  the  applicable  com- 
puter system. 

Supervisory  personnel  must  review  and  approve  all 
revisions  of  computer  programs  to  safeguard  against 
improper  changes.   The  review  and  approval  of  such 
changes  should  be  documented  in  the  files  for  the 
applicable  program. 

RECOMMENDATION 

We   recommend   that    SRS    require   supervisory   personnel    to 

review  and  approve  all  program  changes. 

Programming  By  Other  Divisions 

SRS  staff  in  other  than  the  Data  Processing  Bureau 
have  received  training  in  writing  Mark  IV  software 
computer  programs  and  are  generating  management  reports 
other  than  those  provided  by  the  Data  Processing  Bu- 
reau.  The  Data  Processing  Bureau  is  not  involved  in 
reviewing  or  approving  the  Mark  IV  data  processing. 

While  the  present  system  allows  additional  pro- 
gramming beyond  the  capability  of  the  Data  Processing 
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Bureau  staff,  it  also  can  create  problems  such  as:  (1) 
duplication  of  effort;  (2)  excessive  data  processing 
costs;  (3)  an  increase  in  programming  errors;  and  (4) 
ineffecient  use  of  computer  and  staff  time.  The  Data 
Processing  Bureau  should  supervise  all  SRS  programming 
to  prevent  such  problems.  With  a  centralized  control, 
it  will  be  possible  to  retain  control  over  all  data 
processing  activity  and  costs. 

RECOMMENDATION 

We  recommend  that  SRS  require  all  computer  programs  be 
reviewed  and  approved  by  the  Data  Processing  Bureau 
before  processing. 

Access  to  On-Line  Data  Files 

Proper  data  processing  controls  require  that  data 
file  access  be  limited  to  those  individuals  authorized 
to  process  or  maintain  a  system.  SRS  has  not  provided 
adequate  access  controls  for  its  on-line  social  ser- 
vices system.  This  system  is  presently  accessible  to 
any  state  personnel  with  a  terminal  connected  to  the 
Department  of  Administration's  computer  and  knowledge 
of  the  SRS  sign-on  and  security  codes. 

The  three  major  weaknesses  in  the  present  system 
are:  (1)  the  lack  of  terminal  code  identification  in 
on-line  programs;  (2)  the  lack  of  a  terminal  lockout 
after  several  incorrect  attempts  at  access;  and  (3)  the 
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failure  to  change  sign-on  and  security  codes  when  Data 
Processing  Bureau  staff  members  transfer  or  terminate. 
If  these  controls  were  implemented,   only  selected 
terminals  and  current  personnel  could  access  the  social 
services  data  file.   Since  SRS  personnel  do  not  con- 
sider the  coding  of  terminal  identification  to  be 
feasible,  SRS  should  implement  other  controls  to  pre- 
vent improper  data  file  access.   One  such  control  is  a 
review  of  sign-on  attempts  that  are  recorded  on  the 
Department  of  Administration's  computer  logs.   Without 
such  controls,  unauthorized  persons  could  gain  access 
to  and  manipulate  confidential  information. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Establish  procedures  to  lock-out  a  terminal  from  which  a 
person  makes  a  series  of  incorrect  sign-on  attempts. 

2.  Require  changes  in  on-line  sign-on  and  security  codes 
when  Data  Processing  Bureau  staff  members  transfer  or 
terminate . 

3.  Require  a  periodic  review  of  improper  sign-on  requests 
on  the  Department  of  Administration's  computer  logs. 

Separation  of  Duties 

Separation    of    the     data     input     and    programming 
duties    is    an    essential    control    in    a    data    processing 
operation.       SRS    has    not    been    able    to    maintain    the 
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needed  separation  because  of  its  limited  staff.   The 
analysts  and  programmers  have  access  to  the  remote  job 
entry  station  to  run  program  tests  both  during  and 
after  normal  working  hours.   Clerical  personnel  also 
operate  the  remote  job  entry  station  if  a  computer 
operator  is  unavailable.   The  computer  operators  have 
access  to  program  coding  and  documentation  during 
normal  working  hours. 

Without  adequate  separation,  there  is  the  possi- 
bility of  operation  manipulations  and  unauthorized 
changes  to  the  various  systems.   SRS  can  implement 
procedures  including  reviews  of  computer  logs,  data 
processing  assignments,  and  operation  costs,  which  will 
provide  additional  controls  without  adding  to  the  data 
processing  staff.   Follow-up  on  any  apparent  discrepan- 
cies will  enhance  safeguards  against  improper  activity. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Maintain    closer    supervision    of    computer    logs,    staff 
assignments,    and  operation  costs  to  prevent  operation 
manipulations  and  unauthorized  system  changes. 

2.  Establish    controls    to    prevent    the    computer   operator 
from  accessing  program  coding  and  documentation. 
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Follow-up  on  Newly  Implemented  Data  Processing 
Systems 
Although  SRS  conducts  a  feasibility  study  before 
each  new  data  processing  system  is  developed,  it  does 
not  review  the  system  after  it  has  been  operational  for 
a  period  of  time.   Such  a  review  is  necessary  to  deter- 
mine if  the  new  system  is  meeting  the  established  goals 
and  user  needs.   Such  reviews  would  also  improve  system 
development  skills,  identify  possible  areas  for  modifi- 
cations or  improvement,  and  allow  maximization  of  data 
processing  expenditures. 

RECOMMENDATION 

We  recommend  that  SRS  perform  follow-up  reviews  on  new 
data  processing  systems  after  they  have  been  operational  for 
a  period  of  time. 

Periodic  Security  Reviews 

SRS  has  not  taken  adequate  steps  to  properly 
protect  its  data  processing  equipment  and  data  files. 
One  of  the  basic  requirements  is  a  periodic  security 
review  of  the  data  processing  systems  to  determine  what 
controls  are  necessary  to  prevent  damage  or  loss  of 
equipment  and  data,  as  well  as  unauthorized  activity. 
SRS  has  not  completed  such  a  review. 
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RECOMMEND ATI  ON 

We  recommend  that  SRS  conduct  regular  security  reviews  of 
the  data  processing  operation  and  procedures  to  ensure  that 
adequate  controls  are  in  effect  to  safeguard  computer  equip- 
ment and  data  files. 

Disaster  Documentation  Backup 

SRS  does  not  maintain  duplicate  system,  program, 
or  operational  documentation  in  either  hard  copy  or 
microfiche  at  an  off-site  location.   If  any  of  the 
department's  original  documentation  were  destroyed  or 
lost,  lengthy  reconstruction  would  be  necessary  with 
resulting  operational  delays. 

SRS  also  has  not  provided  adequate  off-site  dis- 
aster file  backup  for  most  of  its  tape  files.   The 
Department  of  Administration  maintains  most  of  the 
department's  tape  files  in  the  Mitchell  Building.   SRS 
maintains  on-site  the  files  it  considers  to  be  histor- 
ical data.   Although  generation  data  sets  are  being 
used,  these  files  are  not  periodically  sent  to  the 
off-site  disaster  file  location  maintained  by  the 
Department  of  Administration. 

If  tape  file  destruction  occurred  at  the  Depart- 
ment of  Administration's  computer  center  in  the  Mit- 
chell Building,  SRS  would  have  to  reconstruct  its  data 
files  from  printed  reports,  if  they  were  available. 
This  would  be  a  time  consuming  and  costly  operation 
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which  would  adversely  affect  the  applicable  system 
during  the  reconstruction  period. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Maintain    duplicate    system,     program    and    operational 
documentation  at  an  off-site  location. 

2.  Periodically  send  data  files  to  an  off-site  storage  loca- 
tion in  order  to  facilitate  reconstruction  in  the  event  of 
a  disaster. 

The  Montana  Income  Maintenance  System 

The  Montana  Income  Maintenance  System  (MIMS)  is 
used  by  SRS  to  process  Aid  to  Families  with  Dependent 
Children  (AFDC)  assistance  payments.   The  system  was 
originally  developed  by  an  out-of-state  firm  and  has 
been  revised  to  meet  SRS'  needs. 

The  counties  prepare  forms  enrolling  recipients  in 
the  AFDC  program,  which  are  mailed  to  Helena  for  input 
into  the  MIMS  system.   Once  the  appropriate  information 
has  been  entered,  the  system  generates  an  AFDC  warrant 
each  month  for  the  recipient  until  such  time  as  the 
counties  input  changes  or  terminate  the  recipient. 

The  system  generates  warrant  listings  by  county 
and  error  listings  to  assist  the  counties  in  determin- 
ing that  the  payments  made  were  proper.  If  the  input 
forms  are  in  error,  they  are  returned  to  the  counties 
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for  correction  before  being  reinput  in  the  MIMS  system. 
The  MIMS  system  also  generates  information  on  required 
redeterminations  and  prepares  redetermination  forms  for 
mailing  to  applicable  recipients.   SRS  maintains  a 
microfiche  file  created  from  the  computer  files  which 
shows  the  current  status  of  AFDC  recipients. 
— Dollar  Control  Totals 

The  MIMS  system  does  not  require  the  use  of  dollar 
amount  control  totals  to  verify  that  only  authorized 
input  documents  have  been  processed.   If  the  dollar 
totals  were  used  as  a  control,  any  changes  in  dollar 
amounts  during  processing  would  alert  SRS  data  pro- 
cessing employees  that  a  discrepancy  had  occurred,  such 
as  a  lost  or  unauthorized  input  form.   Without  such 
controls  SRS  cannot  be  certain  that  all  AFDC  trans- 
actions have  been  properly  authorized  and  recorded. 

RECOMMENDATION 

We   recommend   that   SRS    require   the   use   of  dollar  control 
totals  in  the  MIMS   system  to  provide  adequate  controls  over 
AFDC  transactions. 
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FINAL  COMMENTS 

We  have  discussed  this  report  with  the  director  of 
the  Department  of  Social  and  Rehabilitation  Services, 
his  staff,  and,  where  applicable,  the  director  of  the 
Department  of  Administration.   The  full  texts  of  their 
written  responses  to  this  report  begin  on  page  61. 

We  wish  to  express  our  appreciation  to  these 
officials  and  their  respective  staffs  for  cooperation 
and  assistance  during  the  audit. 
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Department  of  Social  and  Rehabilitation  Services 
Notes  to  Financial  Statements 
Fiscal  Year  Ended  June  30,  1976 
1 .    Summary  of  Significant  Accounting  Policies 
Basis  of  Accounting 

The  preceding  financial  statements  were  prepared 
from  the  Statewide  Budgeting  and  Accounting  System 
(SBAS).   The  state  of  Montana  utilizes  the  modified 
accrual  basis  of  accounting.   Modified  accrual  is 
defined  as,  "That  method  of  accounting  in  which  expend- 
itures are  recorded  on  the  basis  of  valid  obligations 
and  revenues  are  recorded  when  received  in  cash.   Full 
accrual  accounting  will  be  permitted  if  the  need  justi- 
fies the  application.  At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be 
accrued  as  expenditures  as  provided  by  the  law." 
(Montana  Operations  Manual,  2-0240.40) 
Inventories 

The  supplies  of  the  various  funds  are  treated  as 
expenditures  when  paid  for,  and  consequently,  there  is 
no  asset  recorded  for  supplies  inventory. 
General  Fixed  Assets  and  Depreciation 

General  fixed  assets  purchased  are  recorded  as 
expenditures  in  the  various  funds  at  the  time  of  pur- 
chase.  There  are  no  accounting  controls  for  the  gen- 
eral fixed  assets  group  of  accounts,  and  depreciation 
is  not  provided  on  general  fixed  assets. 
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Vacation  and  Sick  Pay 

Liabilities  incurred  because  of  unused  vacation 
and  sick  pay  by  employees  are  not  recorded.   The  re- 
lated expenditure  is  recorded  when  paid.   Permanent 
employees  are  allowed  to  accumulate  and  carry  over  a 
maximum  of  two  years'  vacation  into  a  new  calendar 
year.   Upon  termination,  qualifying  permanent  employees 
having  unused  accumulated  vacation  and  sick  leave 
receive  payment  for  vacation  on  a  100  percent  basis  and 
sick  leave  on  a  25  percent  basis.   The  amount  of  the 
liability  associated  with  unused,  accumulated  vacation 
and  sick  leave  at  June  30,  1976,  was  not  readily  deter- 
minable. 

2 .  Retirement  Plan 

Employees  at  the  department  are  covered  by  the 
Public  Employees'  Retirement  System.   This  contributory 
retirement  plan  involves  matching  amounts  paid  by  the 
eligible  employee  and  employer.   The  department  in- 
curred pension  plan  costs  of  $487,374  during  fiscal 
year  1975-76.   The  state's  policy  is  to  fund  accrued 
pension  costs.   The  state  contributes  5.2  percent  of  an 
employee's  gross  wages  and  the  employee  contributes  6 
percent  of  his  gross  wages  to  the  plan. 

3 .  Due  to  Federal  Government 

The  federal  government  provides  food  stamps  to  be 
issued  by  the  Department  of  Social  and  Rehabilitation 
Services.   When  an  overissuance  occurs  the  recipient 
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repays  the  department.   This  repayment  results  in  a 
department  liability  to  the  federal  government. 

4.  Non- Appropriated  Expenditures 

The  department  made  a  limited  number  of  expendi- 
tures from  the  Federal  and  Private  Grant  Clearance  Fund 
and  the  Agency  Fund  without  an  appropriation.   Although 
most  of  the  department's  expenditures  from  these  funds 
are  appropriated,  appropriations  are  not  reguired  by 
law. 

5 .  Subseguent  Events 

Leases 

The  department  entered  into  a  sublease  agreement 
for  their  headguarters  building  on  February  28,  1977. 
This  sublease  is  between  SRS  and  the  Department  of 
Administration . 

The  sublease  is  for  a  period  of  20  years  commenc- 
ing November  1,  1976.   The  monthly  rental  is  $22,347, 
based  upon  50,031  sguare  feet  at  a  rate  of  $5.36  per 
sguare  foot  per  year.   This  rate  is  subject  to  annual 
adjustment  to  reflect  changes  in  costs  due  to  taxes, 
assessments,  insurance,  utilities,  repairs,  and  main- 
tenance . 

Medical  Assistance 

During  fiscal  year  1977-78,  SRS  overspent  its 
appropriation  for  medical  assistance  programs.   Because 
of  this,   the  department  was  reguired  to  obtain  a 
$6,183,726  budget  amendment  to  transfer  expenditure 
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authority  from  fiscal  year  1978-79  to  fiscal  year 
1977-78.   The  amendment  includes  $2,405,499  from  the 
general  fund  and  $3,778,257  from  the  federal  and  pri- 
vate grant  clearance  fund. 

In  order  to  continue  medical  assistance  programs 
in  fiscal  year  1978-79,  the  department  must  seek  a 
supplemental  appropriation  from  the  1979  Montana  legis- 
lature. 

Cost  Disallowances 

As  a  result  of  audits  performed  by  the  U.S.  De- 
partment of  Health,  Education  and  Welfare  (HEW),  cer- 
tain costs  incurred  by  SRS  and  paid  from  federal  funds 
have  been  disallowed.   SRS  is  currently  seeking  recon- 
sideration of  these  disallowances.   In  those  instances 
where  the  decisions  are  adverse  to  SRS,  appeals  or 
court  action  reviewing  the  decisions  is  likely.   The 
schedule  below  describes  the  most  significant  disallow- 
ances and  the  dollar  amount  of  each. 
Description  Amount  Disallowed 

Disallowances  of  federal 
matching  under  Title  XIX 
of  the  Social  Security  Act 
(Medicaid)  $498,653 

Disallowance  of  the  federal 
matching  under  Title  XX  of 
the  Social  Security  Act  for 
Training  Expenditures  $259,526 

Disallowance  of  federal 
matching  for  SRS 
administrative  costs  $147,560 
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Description  Amount  Disallowed 

Disallowance  of  federal 
matching  for  vocational 
rehabilitation  payments 
made  primarily  to  Swan 
River  Youth  Camp  Amount  Unknown 

Contingent  Liability 

SRS  is  currently  engaged  in  a  nursing  home  re- 
imbursement action  initiated  by  the  operators  of  four 
Montana  nursing  homes.   The  total  amount  claimed  is 
$848,166  plus  attorney  fees.   Of  this  amount,  $600,000 
is  for  exemplary  damages.   Approximately  $89,000  has 
already  been  paid  through  stipulation. 
Supplemental  Security  Income  Payments 

The  state  of  Montana,  in  certain  instances,  sup- 
plements the  payments  made  to  individuals  under  the 
federally  administered  Supplemental  Security  Income 
program.   The  Social  Security  Administration  has  billed 
the  Department  $559,197  over  and  above  what  the  state 
has  paid  for  supplementation  during  the  period  Jan- 
uary 1,  1974,  through  September  30,  1977.   The  Depart- 
ment contends  the  amounts  are  not  owed  and  a  case-by- 
case  review  in  accordance  with  federal  requirements  is 
currently  underway  to  attempt  to  resolve  the  differ- 
ences . 
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AGENCY  REPLIES 


AGENCY  COMMENTS 

on  '   "ANA  LECI? 

"Report  on  Examination  of  Financial  Statements 
Fiscal  Year  Ended  June  30,  1976" 


RECOMMENDATION 


"We  recommend  that  SRS  deposit  federal  reimbursements  of 
statewide  cost  allocations  in  the  general  fund." 

CONCUR 

The  federal  funds  to  be  recovered  are  included  as  funding 
in  the  Department's  budget  request.  Because  of  this, 
deposit  to  the  general  fund  will  require  substitution  of 
general  fund  monies  for  federal  monies  in  the  budget.  We 
will  notify  the  Office  of  Budget  and  Program  Planning  and 
the  Legislative  Fiscal  Analyst  of  the  recommendation  and 
request  the  necessary  changes  to  be  made. 

RECOMMENDATION 

"We  recommend  that  the  Department  of  Administration 
establish  state  accounting  policies  which  provide  for 
accrual  of  revenue  (generated  under  grants  from  other 
governmental  entities)  in  accordance  with  generally 
accepted  accounting  principles . " 

CONCUR 

The  Department  will  consult  with  the  Director  of  the 
Department  of  Administration  on  this  recommendation. 

RECOMMENDATION 

"We  recommend  that  SRS : 

1.  Adopt   procedures   to   verify   the   eligibility   of 
volunteers  for  the  Foster  Grandparents  Program. 

2.  Comply  with  federal  eligibility  regulations  for  the 
Foster  Grandparents  Program." 

1  &  2.     CONCUR 

Procedures  have  been  adopted  by  the  Bureau  which  respond 
to  both  recommendations.  Pages  2.1  and  2.7  of  the  Foster 
Grandparent  Handbook,  revised  October  15,  1977,  as  well  as 
forms  SRS-AS-017  and  SRS-AS-018  cover  the  initial  income 
review  and  the  subsequent  annual  income  review  using 
ACTION  financial  eligibility  figures. 

RECOMMENDATION 

"We  recommend  that  SRS  require  aging  services  project 
directors  and  area  agency  directors  to  sign  a 
certification  statement  as  to  the  validity  of  each 
financial  report  submitted." 


CONCUR 


The  procedure  was  implemented  with  the  publication  of  the 
Bureau's  Policy  and  Procedures  Manual,  effective  July  1, 


1977,  and  associated  revised  forms.  Section  4-50-20  of 
the  manual  and  forms  SRS-AS-006  and  SRS-AS-007  implement 
this  recommendation.  This  material  indicates  the 
requirement  of  a  signature  by  the  preparer  of  the  report 
and  the  area  agency  director. 


RECOMMENDATION 


'We  recommend  that  SRS 

L.  Require  area  agencies  on  aging  to  evaluate  aging 
services  projects  in  compliance  with  federal 
regulations  and  the  Montana  State  Plan  on  Aging." 

I .  Evaluate  area  agencies  quarterly  as  required  by 
federal  regulations. 


1  &  2     CONCUR 


RECOMMENDATION 


"We  recommend  that  SRS  require  aging  services  projects  to: 

1 .  Maintain  accounting  and  property  records  adequate  to 
document  financial  reports. 

2.  Report  all  receipt  and  disbursement  activity. 

3 .  Adopt  procedures  for  determining  the  eligibility  of 
all  participants  in  accordance  with  state  and  federal 
regulations. " 

1  &  2      CONCUR 

Section  4-10-20  of  the  Policy  and  Procedures  Manual 

details  these  procedures. 
3         CONCUR 

The  Bureau  follows  the  federal  regulations  in  each  program 

funded  through  this  office. 

Form  SS-100  is  used  in  Title  XX  programs  which  have  both 
age  and  income  eligibility.  The  only  other  funding  source 
with  a  specific  eligibility  is  Title  VII  which  has  one  of 
age  -  60  years.  The  present  federal  regulations 
indicate  "target  groups"  of  low-income  and  minority 
seniors  but  does  not  exclude  any  seniors  60  years  or 
above . 

RECOMMENDATION 

"We  recommend  that  SRS : 

1.  Pay  day  care  vouchers  in  accordance  with  Sections 
10-801  and  10-812,  R.C.M.  1947. 

2.  Revise  the  Child  Welfare  Services  policies  and 
procedures  manual  to  agree  with  the  Revised  Codes  of 
Montana . " 

1.    CONCUR 

All  day  care  facilities  are  now  paid  according  to  these 
rates. 
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CONCUR 

The  manual  is  now  being  revised  in  total.   The  day  care 

section  will  be  completed  by  6/1/79. 


RECOMMENDATION 


"We  recommend  that  SRS  include  in  purchase  of  service 
contracts  for  day  care  provisions  to  revise  contract 
amounts  when  appropriate." 

CONCUR 

This  policy  was  implemented  in  September  of  1977. 
Contract  providers  are  now  paid  only  for  actual  services 
provided.  In  addition,  Social  Services  Bureau  has  no 
purchase  of  service  contracts  in  day  care  now  and  we  do 
not  anticipate  any  in  the  future. 

RECOMMENDATION 

"We  recommend  that  SRS: 

1.  Adopt  filing  procedures  to  provide  for  ease   in 
locating  day  care  files  at  county  offices. 

2.  Develop  records  retention  policies  for  day  care  files 
in  accordance  with  the  Montana  Operations  Manual." 

1.  CONCUR 

A  policy  statement  related  to  the  above  recommendation 
will  be  sent  to  the  county  and  district  offices  by 
December  1,  1978.  Follow-up  will  be  done  by  6/1/79  to 
assure  maintenance  of  the  policies. 

2.  CONCUR 

SRS  is  in  the  process  of  developing  retention  schedules 
for  all  SRS  records  and  anticipates  that  this  should  be 
completed  within  12  months. 

RECOMMENDATION 

"We  recommend  that  SRS  comply  with  statutes  reguiring  fire 
and  health  inspections,  as  well  as  social  worker 
evaluations  of  day  care  facilities  prior  to  licensing." 

CONCUR 

This  is  currently  being  done.  Supervisors  who  issue 
licenses  will  be  informed  that  compliance  to  this  is 
absolutely  essential.  Monitoring  will  be  done  by  a  state 
consultant  on  a  six-month  interval  beginning  1/1/79. 

RECOMMENDATION 

"We  recommend  that  SRS  ensure  that  day  care  facilities 
provide  services  in  compliance  with  license  restrictions." 

CONCUR 

RECOMMENDATION 

"We  recommend  that  SRS  reguire  social  workers  to: 
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1.  Obtain  a  properly  completed  "Request  for  Services" 
form. 

2.  Complete  and  sign  a  certificate  of  eligibility  prior 
to  approving  anyone  for  day  care  services." 

1.  CONCUR 

Policy  currently  states  the  need  for  request  forms  to  be 
signed  as  well  as  certificate  of  eligibility. 

2.  CONCUR 

Supervisory  staff  will  monitor  all  eligibility  forms  on 
all  services  on  a  regular  basis,  to  begin  on  1/1/79. 

RECOMMENDATION 

"We  recommend  that  SRS  transfer  all  Veteran's  Affairs 
Division  accounting  and  payroll  functions  from  the 
division  to  the  Fiscal  Bureau." 

DO  NOT  CONCUR 

The  estimated  loss  of  federal  funds  from  transfer  of 
fiscal  and  payroll  functions  from  Veterans  Affairs  to 
Fiscal  Bureau  is  $11,400  per  year. 

Technical  assistance  on  an  "as  needed"  basis  will  be  given 
to  the  Veteran's  Affairs  Division.  This  would  not  result 
in  the  loss  of  federal  funds. 

Internal  control  will  be  achieved  by  the  Division 
Administrator  signing  documents  prepared  by  the  fiscal 
person  in  the  Veteran's  Affairs  Division. 

RECOMMENDATION 

"We  recommend  that  SRS  discontinue  making  supplemental 
payments  to  the  secretary  of  the  Board  of  Veteran's 
Affairs." 

CONCUR 

The  Department  will  refer  this  matter  to  the  Board  of 
Veteran's  Affairs. 

RECOMMENDATION 

"We  recommend  that  SRS  correct  the  internal  control 
weaknesses  discussed  above." 

CONCUR 

RECOMMENDATION 

"We  recommend  that  SRS  use  its  contingent  fund  only  for 
authorized  purposes." 


CONCUR 


Use  of  this  fund  for  other  than  those  purposes  authorized 
by  the  Department  of  Administration  has  been  discontinued. 
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RECOMMENDATION 


"We  recommend  that  SRS  establish  adequate  supervisory 
review  procedures  for  the  prepayroll . " 


CONCUR 


RECOMMENDATION 


"We  recommend  that  SRS  provide  procedures  adequate  to 
ensure  that  personnel  files  contain  adequate,  up-to-date 
documentation. " 

CONCUR 

W-4  forms  and  decedent's  warrant  forms  are  now  closely 
reviewed  on  new  employees. 

RECOMMENDATION 

"We  recommend  that  SRS : 

1.  Require  employees'  supervisors  to  sign  leave  requests 
before  they  are  posted  to  the  leave  records. 

2.  Establish  supervisory  review  procedures  adequate  to 
ensure  that  leave  requests  are  properly  posted  and 
leave  records  are  mathematically  accurate." 

1  &  2      CONCUR 

All  leave  records  are  checked  for  signatures  of 
appropriate  supervisors.  In  some  instances,  leave  for 
County  Directors  are  exceptions.  (Board  of  County 
Commissioners  feel  their  signature  is  not  needed  on  leave 
forms  for  the  Director  or  in  some  remote  areas  the  Board 
does  not  convene  on  a  regular  basis,  etc.).  Signatures  of 
supervisors  do  not  necessarily  insure  that  leave  records 
will  be  posted  correctly  or  in  the  right  column.  At  the 
end  of  each  fiscal  year,  copies  of  leave  records  are  sent 
to  each  employee  for  verification  and  correction. 

RECOMMENDATION 

"We  recommend  that  SRS  discontinue  advising  terminating 
employees  to  increase  withholding  exemptions  beyond  those 
to  which  they  are  legally  entitled." 

CONCUR 

Employees  who  now  terminate  are  not  allowed  to  change 
their  exemptions  on  a  payroll  status  form. 

RECOMMENDATION 

"We  recommend  that  SRS : 

1.  Attach  supporting  vouchers  and  documents  to  each 
transfer-warrant  claim. 

2.  Provide  adequate  explanations  on  all  journal 
vouchers . " 

COMMENTS 

1 .    CONCUR 
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2.    CONCUR 

Journal  voucher  explanations  will  be  more  detailed  and 
precise  in  the  future. 

RECOMMENDATION 

"We  recommend  that  SRS  establish  adequate  written 
contracts  to  support  all  payments  for  contracted 
services. " 

CONCUR 

All  contracts  must  now  be  reduced  to  writing  before 
payment  will  be  made. 

RECOMMENDATION 

"We  recommend  that  SRS: 

1.  Require  the  Fiscal  Bureau  to  establish  detailed 
subsidiary  records  for  all  accounts  receivable. 

2.  Establish  control  accounts  in  SBAS  for  all  categories 
of  accounts  receivable. 

3.  Reconcile  accounts  receivable  subsidiary  records  to 
SBAS  control  accounts  each  month." 

1.  CONCUR 

2.  CONCUR 

3.  CONCUR 

The  accounts  receivable  process  and  system  is  being 
completely  revamped  and  should  be  operating  by  April  1, 
1979. 

RECOMMENDATION 

"We  recommend  that  SRS  establish  procedures  for 
periodically  billing  for  amounts  due  on  accounts 
receivable." 

CONCUR 

Necessary  procedures  should  be  implemented  by  April  1, 

1979. 

RECOMMENDATION 

"We  recommend  that  SRS: 

1.  Write  off  uncollectible  dishonored  check  accounts 
receivable. 

2.  Return  dishonored  checks  to  the  debtor  when  the 
account  is  paid  in  full." 

1.  CONCUR 

2.  CONCUR 

This  has  been  implemented. 
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RECOMMENDATION 

"We  recommend  that  SRS : 

1.  Establish  policies  governing  the  frequency  of 
remittances  of  food  stamps  overissuance  collections 
to  the  federal  government. 

2.  Establish  procedures  for  remitting  amounts  collected 
on  food  stamp  overissuance  accounts  before  the 
account  is  paid  in  full." 

1  &  2.    CONCUR 

Remittance  is  now  made  monthly. 

RECOMMENDATION 

"We  recommend  that  SRS  correct  the  internal  control 
weaknesses  discussed  above." 

CONDITIONALLY  CONCUR 

See  following  specific  comments. 

Expenditures : 

1.  Section  supervisors  approve  all  claims  prepared  by 
their  section.  Because  of  the  diversity  in  the  type 
of  claims  prepared,  each  supervisor  may  place 
different  emphasis  on  different  areas  although 
certain  areas  are  reviewed  by  all  supervisors. 

2.  Disagree  that  this  is  necessary.  We  work  with  these 
people  on  a  day-to-day  basis  and  a  formal  list  would 
be  of  no  value. 

3.  We  agree  and  these  procedures  requiring  us  to  send 
out  invoices  are  being  reviewed  to  correct  this 
situation. 

4.  Do  not  agree  -  Data  Processing  bills  are  approved  by 
the  Data  Processing  Bureau  Chief.  Rent  and  telephone 
bills  are  approved  by  the  Chief,  General  Services 
Bureau.  Having  program  managers  (supervisors)  review 
and  approve  these  bills  would  be  both  time  consuming 
and  impractical . 

5.  The  primary  control  rests  with  the  employee's 
supervisor,  since  he/she  must  approve  both  the  leave 
request  and  the  travel  claim.  The  Fiscal  Bureau 
questions  any  item  on  a  travel  claim  which  may  be 
suspect.  Also  sample  comparisons  of  leave  records 
and  travel  claims  are  being  made. 

6.  We  disagree  that  this  is  an  internal  control 
weakness.  The  Developmental  Disabilities  Division 
should  maintain  such  a  list.  Vouchers  for  payment 
are  approved  by  them  prior  to  payment  by  the  Fiscal 
Bureau. 
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Accounts  Receivable: 

1.  The  accounts  receivable  system  is  being  reevaluated 
and  this  will  be  a  part  of  the  new  system  scheduled 
for  April  1,  1979. 

2.  This  is  being  corrected. 
3  .    See  1  above . 

4.    Corrective  action  is  being  taken. 

Cash  Receipts  -  Items  1-4. 

Since  the  audit,  a  computer  program  has  been  developed 
which  logs  the  checks  in  and  provides  a  daily  total.  The 
checks  are  endorsed  when  received.  The  daily  totals  from 
the  log  are  compared  to  the  collection  reports  and  the 
monthly  log  totals  are  compared  to  the  appropriate  monthly 
SBAS  totals.  The  "cash  box"  is  locked  in  the  vault  during 
non-working  hours,  including  the  lunch  period  and  only 
endorsed  checks  are  contained  therein. 

Inventory: 

1.  Since  the  audit,  a  shipping  and  receiving  clerk  has 
been  employed,  which  provides  the  necessary 
separation  of  duties. 

2.  The  policy  requiring  requisitions  to  draw  supplies 
has  been  restated  and  is  being  enforced. 

3  &  4.  The  small  amount  of  supplies  and  the  open  shelf 
method  of  storage  makes  an  inventory  thereof 
unnecessary.  Formal  procedures  for  reorder  levels 
and  periodic  inventory  reports  are  also  not  necessary 
for  the  reason  stated  above . 

Plant,  Property  and  Equipment: 

1-5  This  Department  has  been  waiting  for  the  property 
accounting  system,  which  has  been  under  development 
by  the  Management  Systems  Division  of  the  Department 
of  Administration  for  the  past  4  years,  to  be 
implemented.  It  now  appears  that  this  system  will  be 
further  delayed.  Therefore,  SRS  will  develop  a 
computerized  property  accounting  system  to  be 
implemented  by  July  1,  1979.  This  system  will 
correct  all  the  deficiencies  noted  in  this  section  of 
the  audit  report.  Inventories  will  be  taken  at  least 
bi-annually. 

6.  We  disagree.  Although  our  records  may  be  deficient 
in  some  areas,  there  is  accountability  for  SRS 
property. 
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RECOMMENDATION 

"We  recommend  that  SRS  maintain  adequate  systems  and 
programming  documentation  for  all  data  processing  system." 

CONCUR 

This  has  been  implemented.  Current  procedures  include  a 
user  interface  file  which  maintains  all  correspondence 
with  the  user,  as  well  as  the  initial  request  and 
narrative  of  the  anticipated  job.  Operational 
instructions  and  computer  run  sheets  have  been  in  use  for 
several  years.  In  our  opinion,  this  documentation  is 
entirely  adequate  in  a  shop  as  small  and  diversified  as 
SRS,  and  more  detailed  documentation  would  result  in  a 
serious  decrease  in  production. 

National  statistics  show  detailed  documentation  can  result 
in  doubling  program  and  system  development  time. 
Documentation  maintenance  is  more  time  consuming  than 
actual  program  maintenance. 

RECOMMENDATION 

"We  recommend  that  SRS  require  supervisory  personnel  to 
review  and  approve  all  program  changes." 

CONCUR 

Concur  (Implemented)  -  All  minor  program  changes  are 
passed  through  supervisory  channels  and  major  changes  and 
new  applications  must  be  reviewed  and  approved  by  the  Word 
Processing/Data  Processing  Steering  Committee. 

RECOMMENDATION 

"We  recommend  that  SRS  require  all  computer  programs  be 
reviewed  and  approved  by  the  Data  Processing  Bureau  before 
processing. " 

CONCUR 

Upon  installation  of  the  new  mini-computer  at  SRS,  one 
person  from  Data  Processing  will  be  assigned  the  duty  of 
interfacing  with  the  programmers  from  the  other  bureaus  to 
insure  that  no  duplication  of  effort  will  exist. 

RECOMMENDATION 

"We  recommend  that  SRS : 

1.  Establish  procedures  to  lock-out  a  terminal  from 
which  a  person  makes  a  series  of  incorrect  sign-on 
attempts . 

2 .  Require  changes  in  on-line  sign-on  and  security  codes 
when  Data  Processing  Bureau  staff  members  transfer  or 
terminate . 

3.  Require  a  periodic  review  of  improper  sign-on 
requests  on  the  Department  of  Administration's 
computer  logs . " 
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1,  2,  &  3.      CONCUR 

The  Montana  Service  System  (MSS)  is  currently  being 
reviewed.  When  the  final  recommendations  for  changes  are 
made,  we  will  implement  the  outlined  security  changes  even 
though  the  current  three-level  security  procedures  were 
approved  by  HEW. 

RECOMMENDATION 

"We  recommend  that  SRS : 

1.  Maintain  closer  supervision  of  computer  logs,  staff 
assignments,  and  operation  costs  to  prevent  operation 
manipulations  and  unauthorized  system  changes. 

2.  Establish  controls  to  prevent  the  computer  operator 
from  accessing  program  coding  and  documentation." 

CONCUR 

1  &  2.  More  clearly  defined  areas  of  responsibility  in 
the  operations  section  are  being  developed  and  will  be 
implemented  upon  installation  of  the  new  Hardware.  All 
program  source  listings  and  documentation  are  physically 
located  in  the  Programmer/Analysts'  areas  and  is  not 
accessible  by  the  operations  staff  without  being  seen.  We 
do  not  feel,  however,  that  the  operations  staff  must  be 
watched  to  insure  against  sabotage. 

RECOMMENDATION 

"We  recommend  that  SRS  perform  follow-up  reviews  on  new 
data  processing  systems  after  they  have  been  operational 
for  a  period  of  time." 

CONCUR 

This  has  been  implemented.  Reviews  are  constantly 
conducted  due  to  user  requested  changes . 

RECOMMENDATION 

"We  recommend  that  SRS  conduct  regular  security  reviews  of 
the  data  processing  operation  and  procedures  to  ensure 
that  adequate  controls  are  in  effect  to  safeguard  computer 
equipment  and  data  files." 


CONCUR 


Such   a   review   process   will   be   implemented   upon 
installation  of  the  new  computer  system. 


RECOMMENDATION 


'We  recommend  that  SRS: 

L.    Maintain  duplicate  system,  program  and  operational 

documentation  at  an  off -site  location." 
I.        Periodically  send  data  files  to  an  off-site  storage 

location  in  order  to  facilitate  reconstruction  in  the 

event  of  a  disaster." 
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CONCUR 

The  Department  does  maintain  production  programs  on 
Panvalet  at  Central  Data  Processing,  as  well  as  current 
source  listings  at  SRS,  so  our  programs  and  files  do  exist 
in  two  distinct  locations. 

RECOMMENDATION 

"We  recommend  that  SRS  require  the  use  of  batch  and  dollar 
control  totals  in  the  MIMS  system  to  provide  adequate 
controls  over  AFDC  transactions." 


CONCUR 


Batch  control  totals  are,  and  have  been,  in  effect  since 
1974.  Monthly  lists  of  ADC  Warrants  are  sent  to  the 
counties  and  must  be  reviewed  for  completeness  and 
accuracy  before  the  checks  are  released.  In  the  future 
dollar  batch  totals  will  be  implemented  as  time  and 
resources  permit. 
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HTATK  OK  MO^TAXA 


THOMAS  L    JUOGE 
GOVflNOt 


TO: 

FROM: 

DATE: 
SUBJECT: 


Morris  L.   Brusett, 
Legislative  Auditor 

DaVe  Lewis, 


DaN 
Director 


November  27,  1978 
Revenue  Accrual 


;j 


A  LUll 


In  accordance  with  your  request,  I  have  reviewed  the  report  on  your  audit 
of  the  Department  of  Social  and  Rehabilitation  Services.  My  response  to 
your  recommendation  is  attached. 

DML/emw 
Attachment 
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RECOMMENDATION 

We  wcommend  that  the  Ve.pastfme.nt  o&  KdrntniAtxatAon  eJ>tabtti>h  Atate  accounting 
polA.CA.eA  which  provide,  ion.  accrual  o£  icvenue.  ge.nehjxte,d  undeA  gtiantb  fifiom 
otheA  goveAnmeMtal  zntctieA  In  accordance  mtfh  g&neAaLLy  accepted  accounting 
pHA,ncLpleA . 

We  concur.      Procedures  will  be  established   to  allow  agencies   to  accrue  revenue 
generated  under  grants  from  other  governmental  entities   in  accordance  with  gen- 
erally accepted  accounting  principles. 
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